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PREFACE TO THE SECOND EDITION. 

In this edition the book has been revised and, as far as possi- 
ble/ brought up-to-date. Economic conditions in India and m 
the world have been undergoing important and fundamental 
changes during the last SIS years and they are still fluid. It is 
not easy under such conditions to fix up one’s ideas about many 
phases of things that are stjU unfolding. Nevertheless certain 
new and important topics have been jncluded.>_Not until the 
war is over and conditions settle down a little, can things be seen 
clearly. A few years must pass before this can be possible. 

Meerut, 

January 1945. NAND LAL BHATNAGAR. 

EXTRACTS FROM PREFACE TO THE FIRST EDITION. 

Dating my pretty long experience of teaching Economics t6 
the degree and post-graduate classes, one thing never failed to 
strike me constantly) namely, the almost total absence of suitable 
■ bonks for degree class students written by Indian authors. There 
•are some good books for the use of Intermediate class students, 
.and also a number of very good books dealing with purely Indian 
economic problems written by Indian authors ; but there are 
practically no books dealing with general principles of Economics 
in the light of Indian conditions suitable for degree class students, 
or for the general reader. Standard works on the subject, 
written by English or American authors and recommended for 
senior students by different Indian Universities, do not deal 
with Indiari economic problems What has usually to be done, 
therefore is that general principles of Economics are studied 
from books written by English ot American writers, while for 
Indian economic problems a suitable book on Indian Economics 
has to be consulted. 

This practice is beset with a number of difficulties and 
disadvantages. In the first place, it is not easy for Indian students 
of moderate means to purchase one standard book on Principles 
written by a foreign author and another on Indian economic 
problems wruten by an Indian The cost of even one foreign 
.,1®. sufficiently high; that of the two becomes almost 
prohibitive, except forthe very few. In the second place, books 
written by foreign authors are meant primarily for their own 
nationals, and deal with many problems of a more or less ’ local 
character, which are not of much interest to Indian readers. 
Tneir whole setting is of an alien character, and so cannot appeal 
to them. In the third place — and this is a very important 
consideration the treatment of the subject and the point of view 
adopted 15 at many places entirely at variance with the cherished 
Ideals and urgent requirements of modern India, 



The introduction of the element of nationality of the author 
may perhaps, sound strange to the ears of those who still sweat by 
the purely scientific and international character of the body of 
knowledge known as Economics. It is, however, a happy sign 
of the times that the number of Indians still under the hypnotic 
spell of English classical theories is gradually but steadily 
declining, and more stress has begun to be laid on the ‘fruit 
bearing’ and national aspect of Economics than on its merely 
‘light giving’ and cosmopolitan aspect. Also, it will have to be 
admitted that the national system of political econactiy 
as preached by Frederick List in Germany has to-day a large 
number of votaries in the world than it had ever before. Fascist 
Italy and Nazi Germanyhave caused violent searching* of heart 
not only' among 'piblitical theonstst but also among 
economic thinkers. 

A careful study of the history of economic doctrines will 
^pnvince any reader that most of the doctrines and theories 
y.'ere at their inception the outcome of peculiar conditions and 
&fwirontnents as they existed in the countries of their birth- 
With the change in these conditions and circumstances the parti, 
cular theories also underwent radical modifications, and ’were at, 
times altogether discarded. The truth of the relativity of. 
economic doctrines, therefore, has now begun to be recognised 
"by many, though it is openly confessed by very few Even those 
“laws’*"df Economics which are based on human psychology are 
no longer regarded as absolute and universal, for human psycho- ' 
logy Itself changes from time to time and place to place, some- 
times m very important respects and m a bewildering manner. 

Under these circumstances is it not really regrettable to find 
that in the absence of suitable books written on the subject by 
Indian authors, those written by foreign authors have had to 
be recommended by different Indian Universities for Indian 
students'^ Time has also come when' not only students of 
Universities but also members of the general public, who can read 
and understand English, should devote a part of their time to 
the study of Economics In the present book, accordingly. I hav? 
made an attempt not only to satisfy the requirements of students 
appearing for degree examination of vaiious Universities, but 
have also tried tb explain the leading Economic Principles and 
important economic problems m simple language and style so as 
to make the subject intelligible to the general reader. 


NANDLAL BHATNAGAR- 




To 
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National consciousness is markedly on the increase in differ- 
ent parts of the world, ever since the close of the Great War. 
The State has begun to be regarded as the most efficient means 
to direct the multifarious activities of its subjects in a particular 
direction. The accomplishments of Soviet Russia, Fascist Italy 
and Naci Germany have set peoole in different parts of the world 
thinking deeply. All this has rcsolted in the ever increasing 
importance that has begun to be attached to the economic and 
fmanical activities of the State. Political economy has also 
correspondingly risen in importance. Like Household and 
Business economy, political economy, therefore is also a com- 
ponent part of Economics. 

(d) World Economy. Although national consciousness has 
increased m the present day world to a very large extent, it 
cannot be denied that since the advent of railways and steamships 
the different parts of the world have been drawn very close 
together. The rapid development in the means of communica- 
tion and transportation have reduced, so to say, the size of the 
globe considerably. It has become very easy to send raw mate- 
rials and finished products from one country to another- Dif- 
ferent parts of the world have begun to make their respective 
deficiencies by the import or export of raw mefenals or finished 
nroducts according to their needs- Surplus products of one find 
markets in another, and so each country has become more 
dependent upon the other than it was ever before. 

With the growth of international trade, the problem of 
foreign exchanges has also begun to attract the attention of the 
world. If the currency of one country becomes depreciated, 
iris no longer a macrer of indifference to other countries nhich 
trade with it A crisis in one cannot fail to affect the trade 
prospects of the other. 

These and like problems have assumed so great an impor- 
tance that for such purposes, at least, the whole world has begun 
to be regarded as one unit. Principles have been laid down 
which can be adopted with advantage by different countries of 
the world, and appeals are made for concerted action. Some 
enthusiasts have gone so far as to say that this is the most 
imoortant branch of Economics and that all other parts arc 
subordinate to it Be that as it may, it is undoubtedly very 
necessary to carefully study, the conditions and inter-relations 
of the economic life of the world, regulated and encouraged by 
perfected transportation and by national and inter-national 
agreements ” Tbs is the subject matter of world economy, which 
is the fourth and last component pact of Economics 

The Subject matter of Econoinics We are now in a better 
position to say something about Economics and its subject 
matter. The subject matter of Economics is the sum total of the 
subject matters of its four component parts. Economics therefore 
deals with, 

(a) the expenditure side of a household 

(fi) the income side of a business. 
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(c) the income and expenditure side of a State and 

(d) the trade relations between one State and another. 

Tf we want to be brief, we may say that, Economics deals 
with the wavs in which money is earned and spent, and also 
suggests methods according to which it should be earned and 
spent. The above is not an exact definition of Economics but it is 
certainly an approach to it. 

We should also remember that Economics is concerned 
exclusively with monetary activities of men and States. Money 
IS. in modern times, the representative name for wealth. Econo- 
mics, therefore, is very closely related to those activities of men 
which have something to do with wealth. 

Is Economics a Science or an Art? Before answering this 
question, it is necessary to understand the significance and true 
meaning of the terms Science and Art A Science is that branch 
of knowledge regarding any phenomenon which is exclusively 
concerned with finding out facts as they actually are or have 
been It docs not say whether those tacts arc good or bad : and 
whether they ought to be tolerated or not. When a Science is 
silent even on the point of desirableness or otherwise of a parti- 
cular fact or phenomenon, the question of suggesting ways and 
means, whereby the undesirable may be removed and the 
desirable may be installed, does not arise. A Science is concerned 
only with finding out what IS, or has been, and also with finding 
out the causes or sequences thereof In connection with the 
phenomenon with which a science deaU, it plays the pact of a 
reporter, who only observes things as they arc and notes them 
down. A Science therefore only describei. 

An art, on the other hand, lays down practical rules of con 
duct, and then suggests ways and means whereby the good and 
the desirable may take the place of the bad and the undesirable 
An art is not satisfied only with things as they are . it points 
out what ought to be, and then lays down rules of 
guidance which, if adopted are likely to help in the achievement 
of the ideal It is not satisfied with playing the role of an 
uninterested spectator, but it likes to see things in an ideal 
state and is ever ready with suggestions. It does not merely 
describe, but it also prescribes 

Economics As a Science, Let us now examine how Economics 
would appear before us if it were treated merely as, a Science. An 
economise who regards Economics as a science, can only say, to 
take an example at random, that the economic condition of 
1 iri general is such that they cannot adeauately feed and 
^l°^he themselves. He may also go further and, upon the basis 
or his observation or analysis, note down certain causes of this 
of things. But he cannot say whether this state of things is 
good or bad, desirable or undesirable. If he does so» he will be held 
guilty of passing judgments, which cannot be done by an econo- 
mist, but which, according to this school of thought, fall within 
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the domain of Moral philosophy. Consequently, only Moral 
philosophers are comoetenc to pass such judgments and say which 
states of being are desirable and which undesirable When an 
economist, who starts with his work of economic investigation 
as a pure scientist, cannot even call a thing good or bad, there is 
clearly no auestion of his suggesting ways or means for the 
removal of that which he Ihml^ but cannot C‘M bad- His 
function IS only to observe, analyse and report. He cannot go 
beyond that. 

Economics as an Art - Oa the othcc-haad, an. ecQncico.vst wb.b. 
regards Economics as an arc, can, afeer observing the 
condition of the people, iinhcsiratingly declare that the state 
of 'things in which he finds Indians to-day is exrtemely 
undesirable and should not be tolerated for a moment 
He will compare the economic condition of the Indian masses 
with that of the American and British people, and bring out the 
vast difference between the two before the public eye, But he 
will not rest content even here As he understands this subject, 
and has learnt a great deal about econemte affairs of other 
countries also, he makes suggestions which, hones may 
improve matters it adopted As he is not himsclt an administrate 
he can only s^iggesl wa\s and means and cm only draw uo 
and submit srhemes It is possible that some ot these schemes 
may be found difficult of adoption, owing to c-»itam reasons or 
other considerations, but some others may be adopted with 
advantage 

Economics more an Art than a Science. We have novibefore 
us the two alternatives ol treating Economics either as a science 
or an arc. It is obvious that by accepting Economics as a Science 
we deprive it of a large par* of its usefulness We cripple the 
economist unnecessarily and even unnaturally It is really 
impossible to observe certain things and condit ons whuh we 
know’ and feet should not be there, or shou'd not be permitted 
to continue, and yet not to ooeu our mouth and evpresss out 
feelings and reactions It is again equally imposible not to 
make suggestions to improve the sad state of things that comes 
under our observation It may also be oointed out that even 
those econDmi''t3 who swear by Economics as a positive science 
have not been able to Keen within the limits set by themselves' 

Under these circumstances we think we are entirely justified 
to say that Economics should be treated more as an Art than a 
Science As a matter of fact, there is hardly any science which 
has not its practical or art aspect, and there is hardly any arc 
which has not its scientific basis Physics Chemistry and even 
Mathematics, have their applied sides, and arts like music and 
pamtg. have their scientific counter parts Yet we do not 
hesirrate to call Physics and Chemistry, sciences, and music and 
painting art Wc have only to see which side really predo- 
minates. Keeping this idea inmind we can confidently say that 
in Economics the arc side predominates, and conseauently, it 
should be treated more properly as an Art than a Science. 
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Pigou siys that every science is both ‘light giving and 
bearing' , but m some the light giving aspect predominates while 
in others the fruit bearing aspect is more prominent. He calls 
Economics more a fruit bearing science than a light gu’ing one 
It IS really a great concession that has been made by the leading 
economist ot the Cambridge school, and the worthy successor 
of Marshall, to those who prefer to call Economics an art. rather 
than even a fiuic bearing science 

In the orecedmg pages, while discussing the subject matter of 
Economics, it was pointed out that it was the sum total of the 
subject matters of its four component parts Household Economy, 
Business Economy. Political Economy and World Economy Here 
It may be mentioned thut in the first three component parts of 
Economics, the art aspect clearly preponderates It is only in 
the fourth and the last part, that the science aspect is more 
prorainment Thus with reference to the subject matter of 
Economics as a whole we are justified to call it an art rather 
than a science. 

Why Was Economics treated as a Science Before giving up 
this part of the discussion, it may not be out of place to write 
something about the point of view, and the state of mmd, of 
those people who were responsible to a very great extent in 
emphasising the science aspect of Economics with so much force 
that It actually bagan to ba regarded as a Science- Towards the 
end of the 18ch and the beginning of the 19ch century the fob 
lowers of Adam Smith began to treat Economics as a Science 
They began to give to the so called ' laws" ot Economics almost 
a sacro sanc t character- At this time the dominating political 
x’ti'ax c/i ncmnrixc'riciCTite *£15 xVie St^Xc in x’nc iniiviina^ 
affairs of the subjects People were 'Ictt tree" to make contracts 
with one another, and they were free to adopt any calling they 
pleased. The ‘'tatc was considered responsible only for the 
maintenance of peace and order within the State and for ensur- 
ing the observance of contracts entered into freely by different | 
parties ^Under these circumstances economists did not consider 
It feasible to pass judgments on economic affairs, or lay down 
rules and precepts for guidance.) 

Moreover, the rules that could be laid down, and maxims and 
precepts that could be formulated, would ultimately depend tor 
their being earned out into cftect upon btate authorities. But 
when the functions of the State were so narrowly interpreted 
there could really be no occasion for carrying out any measure of 
economic reform. For a considerable time the policy of England 
remained that of non-intcrfcrencc in economic affairs- Free 
trade, as a national policy was a direct outcome ot this geiieral 
theory of state functions Under all these conditions it was not 
at all surprising that Economics began to be regarded as a 
Science m England. 

During and after the Great War the policy of non interference 
by the State m economic matters received a very rude shock 
in England and it was practically given up very soon after the 
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War, but Englishmen, both economists and non-cconomi^ts, do 
not openly confess this Others, specially in India, who take their 
ciue mostly from English writers on the subject, cannot easily 
shake theraseives free from their old and worn out moor- 
ings. Continental economists, however, have not hesitated to 
condemn that state of mmd which makes Economics almost 
barren of fruitful results by treating it as a Science, and makes 
the State a mere spectator in the drama of the most important 
part of the life of man 

Utility of the study of Economics. The importance and the 
utility of the study of Economics can be looked at from t\\o 
points of view, namely, the individual and the communal. From 
the individual point ol view the study of economi-s is useful as it 
enables an individual to understan i better, and appreciate more 
intelligently, the nature and significan-e of his money earning and 
money-spending activities as also that of others He can easily 
discover his own errors of judgment, ot conduct, with reference 
to the general principles discussed m the scien*e. and the practical 
lines of pohey recommended in the art of Economics By care- 
fully going through the subject he can certainly improve his 
position If he IS the head of a family, he can adont such mea- 
sures of economy that are mentioned and recommended in books 
on the subject, and so can better adjust his exnenditure to income 
Even if he has all the while been a successful head of Ins 
household, he will at least have the satisfaction of finding out 
rhat he has been conducting himself and his domestic affairs 
according to the scandard''methods recommended m standard 
books If he is a business man, he can very easily know those 
methods of projuction which have proved most economical, and, 
therefore, very paying in the end. Whatever his business, he 
wi I not fall to derive very great benefit by a study of the most 
economical and efficient methods of produ'-tion. A study of 
business economy eitplains to him the various intricacies of ex- 
change ; and with growing enlightenment there must be greater 
gain 'i he practical methods recommended for adoption for the 
scientific management of his business or farm or any other pro- 
ductive enterprise, cannot fail to bring him increased gams. 

If he IS a professional man, and produces not commodities but 
services of any sort, that is to say, if he is a doctor, or a lan'yer, 
or a professor, the study of Economics will help him to increase 
his income by increasing his personal cfficiencj. He will know 
by its study something about those personal factors which have a 
considerable influence upon his efficiency. Thus every individual 
can hope to become a better and more efficient houieho der or 
business man. if he rarefu ly goes through the principles of Eco- 
nomics and tries to adopt those methods of spending and earning 
money which ate recommended m standard books on the 
subject. 

Then there is the communal point of view, and the utility of 
the study of Economics from this standnoint also cannot be 
exaggerated- We have seen that Economics is concerned not only 
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wifh individual problems of economic life, bat that it is aJso 
intimately concerned with social or communal problems. it 
studies not only the individual and private actions of an econo- 
mic character, but it also takes due cognisance of those activities 
and actions which manifest themselves in joint actions or reac- 
tions of whole groups of individuals While the problems oi 
household management and of business organisation come under 

Its pemew it goes still iuxther and studies and directs the intri- 
cate interrelation of various wealth-getting and wealth-using acti- 
vities of the nation as a whole It keeps a watchful eye on how 
these different activities affect the welfare of the community, as a 
whole, as distinguished from that of the individual or of a 
particular class That is to say. the part of Economics, known 
as Political economy , is also one of its very important parts. 

Th^real purpose of the study of Economics is to remove 
from the land every trace of poverty Herein lies its chief 
utility and its mam interest It docs not inculcate greed and 
undue regard for wealth but it starts with a crusade against 
poverty The positive pleasure^ of wealth begin only when the 
negative pains ol poverty are removed In India, at least, there 
can be no question of Economics making people more pleasure 
4ovmg and luxurious. When there are crores of human beings who 
have not enough for properly feeding and clothing themselves, the 
problem before Economics cannot be that of making the rich richer 
but It can certainly try to devise methods whereby the poor may 
become at least less poor In order to achieve this object, Eco- 
nomics seeks the help and assistance of the state Poverty of the 
masses can be removed only by state action. It is the function 
of the economist to suggest methods of economic and social 
reform ; but it is only the state that can give them a practical 
shape 

Relation of Economics to other Sciences Science i: a general 
term which means an organised or systematised body of know- 
ledge ; but there are different kinds of Sciences There are, for 
example," ‘Natural sciences, like Zoology, Botany, Physics and 
Chemistry r Mental sciences, like Psychology and Metaphysics ; 
Intellectual sciences, like Mathematics and Logic ; and Social 
sciences like Ethics, Politics etc. The relation of Economics 
with some of the more important branches of knowledge is 
indicated below. 

Economics is a branch ot Sociology, which is the Science of 
social phenomena Men living and moving in society, develop 
different kinds of relations with one another, and ‘•o become 
connected, more or les^ intimately These different kinds ot 
social relations, which spring up between man and man, form 
the subject matter of ^hc general science of rocietv called 
Sociology. As pointed out'ubovc these relations are of different 
kinds. Each different kind of relation forms the exclusive subject 
V matter of a different social science Thus there are five social 
tcicnces as branches of Sociology, namely, (1) Ethics-, wluch is 
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concerned with what men ought or ought not to do (2) Jurispru- 
dence, which determines what men may or may not do '3l Econo- 
mics, whose subject matter is the study of man’s wants and efforts 
Imoney-s'pending and money-earning activities) (41 *Pohtics. 
uhich discusses the relations between man and the State and 
(5t Eugenics, which IS corcerned with the development of man’s 
racial characteristics and their significance to society. In the 
following' pages the relation of Economics to the 'above named 
social sciences, as \\cll as to other important rciences and 
branches of knowledge, will be discussed. 

Economics and Sociology. Sociology being the general science 
of social relations between man and man. Economics is obvious- 
ly Its branch, as it studies those activities and relations between 
man and man which result in the earning and spending of 
income. We agree with Comte who said that Economics 
should not be studied in isolation, but that it should be 
studied along with other branches of Sociology Man’s social 
activities are so closely related to one another that it is well 
nigh impossible to study only one part of his activities to the 
entire exclusion of the others As a matter of fact if it is 
intended to thoroughly study only one branch of his activities 
It IS essential to be very well acquainted with his other 
acuvities also If a working knowledge of his other .activities 
IS not acquired, it will be impossible to make a thorough study 
of a particular branch of his social activities This attempt of 
earlier economists to study Economics almost in isolation with 
other branches of Sociology raised a good deal of controversy, 
and laid Economics open to the charge of being a dismal, abstract 
and positively injurious science. The study of Economics can 
be fruitful only when it is made with a full knowledge that 
It has to be modified, corrected and supplemented by the study 
oi [hose ether branches e{ SocioJog>’ with which it is so intimate- 
ly connected The relation of Economics to Sociology is that 
of a species to a genus, that of a daughter to a mother. 

Economics and Ethics. The relation between the two is 
very close indeed Wc must always look to the ethical side 
of an economic action. An economic activity which is of a 
doubtful ethical character should be discouraged at once. An 
economic measure which, while resulting m the increase of 
rvealth, is likely to degrade the morals of the people, cannot 
be too strongly condemned We have to remember that although 
the aim of Economics is to remove pioverty, it is not to do so 
at the cost of morals Wc not only want to become a nch 
nation, but we also want to remain great Almost at every 
step it IS the duty of an economist to see that he is not recom- 
mending anv course of action which is likely to result in the 
moral degradation of the people for whose benefit he is working 

Immediately after the Industrial Revolution in England, the 
condition of'working classes became intolerable The uorkerK 
were not well organised, while the employers w-ere intoxicated j 
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with their newly gained riches and power. In their mad desire 
to increase production, they did not mind making the workmen 
toil for even 14 hours a day! Children ’of tender ages were 
made to work, and women had to remain for long hours in mines 
along with men. All this was permitted under the belief that 
anything which resulted in the increase of wealth must be good ! 
And even if not good it could not be the concern of an economist 
to raise any objection! It was this attitude towards Economics 
^and Ethics that brought upon economists, the righteous indigna- 
"tion of people like Ruskin and Carlyle, As a matter of fact Econo- 
mics and Ethics have sisterly relations with each other 

Econom'cs and Law or Jurisprudence. The relation between 
the two IS very close and intimate Economic activity of a 
healthy type is possible only w'hen it is directed and controlled by 
just laws. Laws must always have an ethical basis. When the 
laws of the land are good, all activities of a social character 
proceed along right channels The relation between Economics 
and law is clearly seen in labour and factory legislation of 
different countries of the world If the laws are not just and 
unambiguous, economic activity cannot be really fruitful and 
cannot go very far. While the law of primogeniture in England 
has resulted in the concentration of land m si few hands, the 
Hindu and Muslim laws of inheritance in India have resulted 
m the minute subdivision and fragmentation of agricultural 
holdings Economic conditions are accordingly very much 
influenced by.legal enactments. 

Economics and Politics Both being branches of the 
same stock, the relation is very intimate. When we 
remember that a very important component part of Econo- 
mics IS Political economy, we can at once understand the close- 
ness and intimacy of this relation The strength of a State 
depends largely on its economic organisation and resources ; 
while economic activities arc influenced a great deal by political 
actions and measures With the increase in the functions ot a 
state the relations have become still closer. In countries like 
Russia, Italy and Germany, the State has undertaken the task 
of guiding all important economic activities of the people. They 
are known as totalitarian states The State itself cannot do with- 
out finances and here it has to depend upon EcQaQmi.es. 

In India the relation between economic activities of the people 
and the State has been more intimate than in other European 
countries. Here the land and all that it stands for belong to the 
1 State. Railways and canals were constructed by the State, and 
I undertook, from quite early times, the work of famine 

^ administration In other economic fields also, as those of co-ope- 
) ration, agriculture and industries, the State has its own depart- 
[ metus. and works them directiy for the economic betterment 
ji>of the people. But even this is not regarded as enough. In 
,Vevcry Province of India there is a lack of planned economy to be 
jOrgan^ed under the State. Economics and politics are really inse- 
' parable from each other. 
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Economics and Eugeitici Man xs the centre of 
economic activities. He is the most important factor it* 
the production of wealth. Upon his e6&ciericy, and upo^ 
his qualities, mental and physical, depends the character 
of production and of every other economic activity. Man inhabit" 
mg different parts of the globe, has developed certain speci-^1 
characteristics which are due not only to the different environ" 
ments, but also to the different racial characteristics Hoi^' 
efficiency of labour is affected by raaal characteristics, and ho\'^’ 
man’s behaviour m economic, as in other fields, is influenced 
by heredity, arc questions which Eugenics tries to explair* 
On the other hand, on account of prolonged and continuous 
enonomic association of a particular type from one generation 
to another, certain peculiar traits have been observed to develoP 
in certain classes The Jew of the west as also of the east. haS 
developed certain characteristics due to the economic activity 
of a particular type earned on through successive generation.® 
Thus Economics and Eugenics are also related to each other • 
but in view of the slow progress of Eugcrucs as a social science* 
the points of contact between the two arc not very many just 
at present 

Ecsnemlcs acd Geography* Economics is related not only 
other social sciences but is also closely related to many othet 
sciences and .arts Its relation with Geography is very close- 
The physical features of a country play an important part lA 
Its economic development. Given the physical fe.ature6 and 
chafActenstics of any country, and the character of its popula" 
tion, It IS not very difficult to form an approximately correct 
idea of the economic condition of the country The chmat? 
of a region plays an important part in the formation of health 
and vigour of the people inhabiting it. and in conjunction with 
tlie chataccetistics of the #oil detecmio.es its ffota and fauna 
All these fictors play an important part m the economic deve" 
lopment of every country Why India is mainly an agricultural 
country, is in no small measure due to physical characteristic^- 
It IS impossible to acquire a sound knowledge of her economi^^ 
position and conditions without an intimate knowledge of th^ 
geographic feature A little knowledge of geology is alsA 
essential, especially of that branch of it which deals with th^ 
formation of the lojver strata of the earth's surface Th^ 
science cf mineralogy, which is playing an increasingly important 
part in human affairs, is also not devoid of interest for th^ 
economist 

Economics and Psychology Economics is perhaps, not mor^ 
closely related to any other saeacc, physical or social, than i^ 

IS to Psychology Being a social science it studies and discussed 
man engaged m a particular activity; while Psychology studied 
the mental working of a man. At every step, therefore. Econo',: 
mics finds itself face to face with prychological problemr. 1^4*. 
has to take careful note of the p-ychology of man; only theA 
can It advance a step lurther It has not to foim its own ircp. 
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and call him the ‘ economic man ’ as was done by some earber 
economists ; but it has to take roan as he is, with all his idiosyn- 
cracjes and peculiarities. It should, therefore, constantly test 
Its conclusions with reference to the actual behaviour of man 
In the day to day affairs, and should give up forthwith any 
conclusion which IS at variance with this observed behaviour. 
It has to take the whole man as he is, swayed by different 
motives at different times, and has to make allowances in its 
conclusions for all these deviations. 

It will have to be admitted that with a fundamental change 
in the theory of Psychology, economic conclusions based on that 
theory will also have to be correspondingly modified. If the 
change is not fundamental, only a few words ot further explana- 
tion might suffice to maintain intact the general applicability 
of economic doctrines based on a previous psychological theory. 
This point will be better grasped and appreciated as we proceed 
further in our study of the subject , 

Economics and History.— Ever since the rise of Historical 
school in Germany, and even before that, the closeness of relation 
between Economics and History has been clearly established. 
A study of human institutions in the past throws an important 
light on the bearing of allied institutions in the present, and 
enables us to form our ideas about their future The study' 
of the history of economic institutions has helped in clarifying 
many issues which would otherwise have remained obscure. It 
enables us to form new theories of Economics and to criticise 
and modify the old oner No economic problem can be 
thoroughly understood and discussed if its historical aspect has 
not received adequate consideration The marshalling of histo- 
rical facts, as of carefully collected figures, has a great utility in 
economic investigations Their importance is happily on the 
increase and is likely to remain so in the future 

Economics and Mathematics —The relation between the two 
is not very close. Mathematics is an exact science, while Eco- 
nomics cannot be called even quantitative m its analysis, much 
less exact It deals with economic phenomena only in their 
qualitative aspect Attempts are, no doubt, being made to 
make Economics more guantjtatjve Diagrammatic lepresenta- 
tion of economic phenomena is growing in popularity, and 
mathemetical symbols and formu& have also begun to be used 
by certain mathematically minded economists The one great 
advantage of the use of mathematics in Economics is that in this 
way It is possible to bnng out and express the interdependence 
of economic phenomena, like price •, costs, supply and demand. 
Walras and Pareto on the continent. Marshall and Edgeworth 
in England and Fisher and Wicksteed in America, have done 
much to popularise the mathematical method and so bring Eco- 
and Mathematics closer together. It is doubtful, however, 
if Mathematics, can ever be of any great use for the study of 
economic problems. 
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Economics, however, receives greater assistance from Statis- 
tics The use of statistical method in the investigation of 
economic phenomena is growing both m volume and importance. 
But this method is as much alhed to history as to Mathematics. 

General remarks on the relation of Economics to other 
sciences —In the foregoing pages the relation of Economics to 
different sciences and other branches of knowledge has 
been briefly discussed The discussion, however brief, will 
show that Economics is related more or less closely to a number 
of very important subjects It shows that in order to acquire 
an efficient knowledge, it is essential to be acquainted with those 
branches of knowledge also with which it is so closely and 
intimately connected" This might appear to be a formidable 
tisk, but whatever the case. It should be accomplished by those 
who want to play their part well. Of course, it is not necessary 
for an economist to have as thorough a knowledge of Geography 
and History, Law and Eugenics as special votaries of these 
respectiVe branches are expected to have : but he should try to 
have at least an elementary knowledge of these sciences This 
will materially help him in understanding the problems of his 
own subject more thoroughly and well In this connection we 
should remember the well known truism that one who is only 
an economist can never be a good economist 

Division of Economics While discussing the subject matter 
of Economics we divided the subject into four component parts, 
household economy, business economy, political economy and 
world economy Let us further examine this division from a 
different point of view. , • 

Comumplioa. Household economy deals primarily with the 
way m which income earned by the head of a family is spent by 
him ior the satisfaction of his wants and those of his family 
While discussing how money is spent over different items, house- 
hold economy, as a branch of Economics, studies the wants of 
individuals and groups, and the various ways of satisfying them 
So' It studies, in its various aspects, that important branch of 
economic activity which is known as Consumption 

Production Business economy, the second component part 
of Economics, deals with the ways m which income is earned and 
can be earned still better It implies the study of various types 
of businesses, and of various means that are adopted by people 
in earning their incomes It thus includes a thorough study of 
that part of Economics which is known as Production. A 
manufacturer produces finished articles, an agriculturist produces 
raw materials; a carpenter and other artisans produce indepen- 
dently a finished article . a doctor, a teacher, a missionary, an 
actor, a singer and a domestic servant, all produce not commodi- 
ties but services The production of these services constitutes their 
business They. too. nave to work hard for earning an income. 
Then they satisfy their own wants and those of their family. 

\ All people, therefore, who are engaged m the production of 
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commodities' t)*r of services, either independently or in groups, are 
said to be engaged in production or in carrying on their business 
Business economy, studies^ the activities of all these individuals 
and groups and so studies production in all its aspects 

Distribution* We are all fanuliati with a modern factory 
where produetton of any sort is earned on. Difi’crcnt kinds of 
labour are necessary in carrying on this production Some 
labourers are less skilled, others are more skilled The proprietor^ 
of the factory supervises the work himself, but the money that' 
he has invested m the business is perhaps not all his own A 
part of It has been borrowed from some one else Also the 
entire land, and the whole set of buildings, might belong to a 
different person. Finding the work of supervising general opera- 
tions rather taxing, thp proprietor of the factory may also have 
appointed a person to assist him in this task This man is called 
a manager by other people as well as by the proprietor. 

To find out the net income of the proprietor of this factory 
It IS necessary to deduct from his gross income the share of many 
people. The owner of the land and the building will demand 
his rent; the person who lent a part of the capital to the 
proprietor will demand interest on his loan , all labourers will 
demand their stipulated wages, and the manager will demand his 
salary. Only after all these claims have been fully met. may the 
sum that remains behind be called net income of the proprietor 
of the business. 

This clearly shows that where production is carried on m 
groups, a number of people having different interests have to 
be paid their respective shares before the person responsible for 
starting" ana’ carrying on proa’uction can I'maiVy appropriate any 
amount as his own share This is called the sharing of the 
general or gross income of the business by different interests 
engaged in production. What is true of one business undertak- 
ing is true of another; except that in some businesses, the num- 
ber or Variety of claimants may not be as large as m another. 
Generally, there are four broad classes among which the gross 
income of a business is generally divided. They are landlords, 
capitalists, labourers and organisers (including enterprisers). 
Th^ sharing of the gross income of a business among its various 
claimants is called Distribution. 

From the above description it is clear that the process of 
modern production implies the process of distribution as men- 
tioned above Business economy, therefore, w’hile discussing 
problems of production has also to discuss the problem of 
distribution 

^change But this is not all The work ot production is 
really not complete unless the product has been disposed off m 
the market It is no doubt true that the landlord, the capitalist, 
the labourers and the manager will not like to unit tor the 
setUement of their dues till such time that the product is sold 
in the market, and tbe propnetor of the factory gets cash in hand. 
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They will, rs a matter of fact, demand, and the proprietor will 
have to pay, their dues when they tall due. But as far as the 
proprietor is concerned his task is not complete till the final 
disposal of the finished product. This disposal of the articles 
chat have been produced implies what has been called Exchange 
of goods, or shortly Exchange This means that production 
really implies two other important processes, namely distribution 
and exchange. We may then say that while household economy 
studies consumption, business economy studies production, dis-. 
tribution and exchange. 

There are two other component parts of economics about 
which nothing has been said namely, Political economy and 
World economy Political economy discusses the income and 
expenditure side of the State It includes what is generally 
caUed public finance The problems connected with the central 
and provincial budgets, the budgets of local bodies like munici^ 
palities and district boards Public trusts and big corporation^ 
like those of Calcutta, Bombay and Madras, all come under the 
specific scope of Political economy Various economic activities 
of the state in relation to its subjects, all legislation pertaining 
to matters of economic importance, trade unionism, socialism, 
labour and factory legislation have an intimate connection with 
Political economy. 

Under the last division, that of World economy, are included 
such problems which have to do with more than one State at 
one and the same time. International Trade, foreign exchanges, 
world crises, world movements of gold and prices, international 
agreements of an economic character like the quota system or 
Imperial Preference etc are topics of special interest for World* 
economy. 

Under the four cypes of economy, rcito which we have divided 
the subject, the following problems receive treatment namely. 
Consumption, Production. Distribution. Exchange, Public Finance 
and world movements of an economic character The traditional 
division of Economics is also under identically the same beads, 
with the only difference that problems of world economy are 
discussed along with those of Political or Business economy as 
the case may be In the future treatment of the subject we 
mil discuss these divisions JJ} the traditiooa) order, Prodvction, 
Distribution, Exchange. Consumption and Public Finance. "The 
problems under World economy will be discussed along with 
other allied problems of Political or Business economy 

It may be mentioned that the division of Economics, into 
various section" like Production. Distribution. Evchange and 
Consumption, is only arbitrary. The various processes a^ "o 
interdependent upon one another that it is really very difhcuJt 
to discuss one apart from the other Yet for the sake of con- 
venience of exposition some division becomes essential. It is 
only with this object m view that this division, however arbitrary, 
is generally recogeised. 
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In the last chapter the nature and extent of the problems 
that have to he dealt with under Economics were indicated 
The next step is to enumerate and discuss the methods that arc 
generally adopted in coping with these problems. 

Deductive Method. Two important methods are adopted in 
economic investigations, or, for the matter of that m all 
scientific investigations They are deductive and inductive A 
deductive method of arriving at any truth consists in deriving 
the truth latent and hidden in a more general truth. A classic 
example of this is arriving at the particular truth ‘Ram Prasad 
IS mortal’ from the general truth 'All men arc mortal ’ ^ The 
only thing that the investigator has to establish is that Ram 
Prasad is a man ’ If that be so. the particular truth follows 
automatically from the general truth. It clearly means that m 
this whole process of deductive reasoning the first general pro- 
position, “All men are mortal” is very important The question 
may be askedi how this general proposition was arrived at. 
The answer to this will be given later on ; suffice it to say at 
present that the method called deductive consists m arriving at 
a particular truth from a general truth. 

Let us give another illustration of greater interest to one 
who IS engaged in the study of Economics- Jf we say that all 
men try to avoid pain and like to get pleasure, we will not be 
far wrong, and will be enunciating a general principle We 
can now deduce from this general truth a particular truth, which 
may be stated thus . — "All men like to buy at a low price and sell 
at a high price." The only thing we have to establish is that 
buying at a low price and selling at a high price is getting 
pleasure or satisfaction, and avoiding pam or dissatisfaction, 
which IS not difficult to establish. 

Here again the old question arises, how the general ptoposi- 
'tion, ‘all men try to avoid pain and hfce to get pleasure' was 
arrived at. Again leaving this question to be answered at a later 
stage we can say that the essence of the deductive method lies 
m deriving a particular truth from a general one. 

The earlier economists were so much enamoured of this 
method that they adopted it in their reasoning to the total 
exclusion of any other method They took a few general 
princioles, as the one mentioned above, as their starting points, 
and upon their foundations raised the entire superstructure of the 
science of Economics. Begmning with those general principles, 
- they began to deduce particular truths, one from the other, in 
long chains of reasoning, and then, after arriving at certain 
results, put their own seal of approval and the sanction of the 
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Science of Economics upon them! Such particular conclusions 
sometimes proved to be right, but at other times they were found 
at variance with the general trend of events When it so 
happened, the early economists would not admit any flaw in their 
own reasoning or assumption, but would advise, even coetce. 
other people to act and behave m the manner erroneously indicat- 
ed by their ou n reasoning ’ 

Now although it may be right that people like to buy cheap 
and like to •-.ell dear, it may not be the case always- A person 
who habitually purchases only Indian made articles, would 
certainly prefer a costly home made article to a cheap foreign 
one If someone comes forward and delivers a sermon to "this 
person on his uneconomic behaviour would it not result in bfing- 
ing Economics to disrepute ’ This was exactly what happened 
in England and other countries during the early 19rb century, 
when economists regarded their deductions absolutely infallible, 
and did not take much note of peculiar citcumnances Soae- 
tirccs the mistake lay in their method of reasoning, but very 
often the fault lay with their rigid adherence to the few general 
principles which they had taken as axiomatic truths- They 
forgot that it was almost impossible to keep a man tied to a 
particular notion under different circumstances and at different 
times. His views change with time and circumstance. If those 
engaged in the study of social subjects do not take careful note 
of th.s human tendency, and do not make constant allowance 
for it in their theories, they would not be able to do any gteM 
service to the science or humanity but may, on the other hand, 
cause it a great injury. 

Something like this took place m England at the time when 
Economics was only m its infancy The economists of that 
period did not take very great care m selecting their general 
principles They reasoned carelessly and never tried to verify 
their conclusions with reference to actual facts. They 
persisted, in the advocacy of their doctrines, and declared 
their character to be absolute and universal The result was 
that a serious reaction followed in other countries. Germany 
taking the lead. Even in England there appeared eminent men 
who denounced the teachings of ^onomics as preached and 
practised at thariimc. 

Inductive Method. These reactionaries in Germany and 
elsewhere came out with a different method of economic 
investigation which was entirely the reverse of the former- 
This w’as known as the inductive method, and it consisted 
in going from particular to generals Its function was to 
examine a large number of concrete facts or particular truths, 
and on the basis of these to anvc at a conclusion or even lay 
down a general proposition A general proposition, thus 
laid dowTi, could betfer serve the purpose of a first general 
proposition in a deductive reasoning, as it would be reached 
only after the close examination of a number of concrete 
cases. To take ud the old illustrations, the inductive method 
would consist in first observong that A, B, C. D and so on, were 
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all dead, and that they were all men Putting his faith m the 
uniformity of nature, an investigator could lay down the general 
proposition. ‘All men are mortal-* This is going from particular 
truths to a general truth Taking the other illustration, a man 
observes that out of, say one hundred men, whom he kept under 
his surveillance, ninety-five bought cheap, but five did not do so- 
Of these five, four were guided by patriotic motives, while 
the fifth was a fool. After this observation he wants to lay 
down a general proposition for the people of the locality he has 
observed and only for that particular period If he is careful in bi« 
choice of words he will say something like this — When guided 
by economic considerations alone, men like to buy cheap, unless 
they are devoid of coramonsense 

This method IS undoubtedly more trustworthy, and is much 
less open to errors and objections ; but it haa its limitations 
Such investigations shall have to be very frequent, because no one 
can say definitely what other motives may not have begun to 
come into play during the interval- Therefore although the 
conclusion arrived at by inductive method is certainly more 
trustworthy, it is applicable only within narrow limits of time 
and place 

As a result of the reaction against the deductive method, the 
virtues of the inductive method began to be extolled to the skies, 
and It began to be freely asserted that the deductive method had 
no utility whatsoever But as always happens in such cases, the 
truth lay between these two extreme views Both the deductive 
and the inductive methods have their strong and weak points. 
The problems that have to be discussed under Economics are 
so vast and' so varied'in character that both the methods can be 
advantageously used as occasion ar.ses. The first general pro- 
position of the deductive method must be established with very 
great care and after a great deal of observation For this the 
inductive method has to be very carefully applied. After this, 
when by means of the deductive method the conclusion is 
reached, it must be again verified by means of observation If 
the conclusion tallies with the observed facts it should be 
allowed to remain , but if it does not agree, it should be forth- 
with given up and new investigation set on foot- 

The deductive method, therefore, should be considered as 
beginning with induction and also ending with induction. Thus 
hemmed in on all sides by induction, the deductive method can 
very well pUy its part There are so many complicated problems 
of money and exchange, the incidence of tax and so on, that 
inductive method cannot always prove serviceable. On the 
other hand, when the task before the economist is the com- 
parison of the economic conditions of a particular class of people 
m the same country, but at different times, or at the same time 
but in different countries, only the inductive method can be 
' profitably employed. 

Ollier Methods. The deductive and the inductive are the 
two chief methods that are used in economic investigations, that 



20 


ELEMENTS OP ECONOmCS 


is to say*in finding out economic facts as they are. There are 
other methods which have come into use, but they are subsidiary 
and allied, either to the one or to the other- The Mathematical 
method, for example, is used in collaboration with the deductive 
method, and consists in the use of mathematical symbols and 
formulae sometimes even of a higher and more complex nature, 
for the purpose of elucidating the more intricate problems of 
economic theory. In cases where several economic phenomena 
are interdependent upon one another, the use of matheraatica! 
equations is found helpful in bringing out clearly their mutual 
relations- 

The historical method is used m conjunction with the 
inductive method. The concrete instances from which it is 
intended to arrive at a general conclusion, are taken from history, 
hence the method is called the historical method. It is really 
very fruitful of sound and authentic results but it cannot be 
called a new method. 

The statistical method is again closely allied to the inductive 
method. While in rhe latter we collect a large number 
of concrete facts, and after subjecting them to close 
observation try to establish a general principle, m the statistical 
method we collect figures instead of facts. There is a special 
procedure, not only of collecting these figures but also of 
arranging and interpreting them with a view to draw conclusions. 
The only essential difference, therefore, between the two is that 
figures take the place of facts On the basis of these figures, 
charts are drawn up and curves are traced, which enable the 
reader to see at a glance the general trend of phenomena for 
which figures are collected. 

Scientific Method- Some economists have given the name of 
Scientific method to a combination of the deductive and the 
inductive methods They have recommended four steps in the 
application of this joint method (I) Observation (2J Induction 
(3) Deduction (4) Verification. The first task of the scientific 
investigator is the observ'ation of concrete iacts. When a 
number of isolated facts have been brought together, the next 
work is to form a general principle on the basis of these observed 
facts. This IS induction, the second step in the scientific 
method When with the helo, first of observation and then of 
induction, a general principle has been established rhe third 
step, deduction, begins From the general principle so estab- 
lished. less general truths can be deduced, by means of the 
deductive method. But even this less general truth is again 
subjected to renewed observation. This second observation, 
which is the fourth and the last step m scientific method, is 
called Vcnfication If the conclusion reached after the third 
step is found correct, after renewed observation, jt is said to 
have been verified, and the process of investigation is complete. 
Before verification a conclusion is only a hypothesis , after 
verification a hypothesis becomes a theory. 
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Nature of Economic laws. The unfortunate use of the word 
‘law’ in economic literature has been the cause of a great deal of 
confusion in public mind and of serious controversy among 
economists themselves. Towards the end of the 18th and the 
beginning of the 19th century, some prominent economists of 
England began to treat Economics as a science They changed 
Its name from Political Economy to Economics, which sounded 
more like’ a science than an art. and fixed its scope as positive, 
which meant that it was concerned only with finding out and 
establishing facts of an economic nature and nothing else. 
Consistently with the foregoing point of view the methods of 
economic investigation recommended for use m Economics were 
those that were used for the same purpose m other sciences. 
Deductive and inductive methods were accordingly recommended 
for this purpose Only one thing remained, and that was to 
give a characteristically scientific name to any conclusions 
arrived at, or any tendencies observed m the economic field. 
The word “law’’ fitted in very well m this scheme of things , 
hence economic conclusions or inferences drawn either by 
reasoning or observation began to be termed ‘Laws of 
Economics’. 

This point of view was adopted by other countries also. 
Very soon, however, objections began to be raised against the 
use of this term by thoughtful people everywhere, while the 
general public began to read meanings m these ’laws* which were 
never put into them by their ‘discoverers’. This confusion m 
the public mind was not confined to the domain of ideas alone ; 
it had a very sinister effect m.practical life also. Manufacturers 
and other business men began to justify their actions based on 
selfishness and narrowmindedness, by light-heartedly quoting 
the 'laws’ of Economics. 

Feeling uncomfortable at ihe turn events had begun to take, 
later economists tried to undo the evil by carefully explaining 
the nature of an economic ‘law’, and by distinguishing it labo- 
riously from a political or a moral law They said that an 
economic law was of the nature of a scientific law As the latter 
comes into operation only in the absence of counteracting forces, 
in the same way the former is applicable only when there are no 
other disturbing factors. Inspitc of the force of gravitation, 
they said the baloon does not fall to the ground, but rises up 
due to the presence of hydrogen which is lighter than air. 
Hydrogen is here the counteracting cause. In the same way, a 
man always likes to buy cheap except when he is actuated by a 
motive other than the economic. T he presence of this other 
motive is in this case the disturbing element. 

Marshal! has devoted a whole chapter in his famous Principles 
of Economics m discussing the nature of economic laws. In his 
inimitable and scholarly style he has tried to clear the whole 

position. He says, “ there are no laws of Economics which 

can be compared for precision with the la.w of gravitation- —They 
are to be compared with the laws of the tides, rather than with 
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^e-simole and exact law of gravitation.” He explains that the 
laws of the tides are not always exact as a heavy downpour or a 
strong wind may affect them a great deal. So he compares the 
laws ot Economics with the laws of the tides, which are scientific, 
no doubt, but are not always exact, as they, too, are subject to 
many disturbances. 

Although the laws of the tides are disturbed by weather 
conditions, they are determined by such exact and unerring 
forces as those of the Sun and the Moon on water, atmosphere and 
the solid earth, giving rise to ocean tides, atmospheric tides and 
earth tides Is there any unerring force guiding human conduct 
comparable to that of the Sun and the Moon on water ? Pro- 
bably not Marshall himself says, ‘‘The actions of men are so 
various and uncertain that the best statement of tendencies 
which we can make m a science of human conduct, must needs 
be inexact and faulty” If that is so where is the necessity and 
utility of calling Economics a science, its scope positive, its 
methods deductive and inductive and its cone usions ‘laws' ’ 

We cannot extend this oiscussion any further at this stage, 
as we do not suppose that the reader is ar all familiar with the 
many so called economic laws' As we proceed further m our 
study of the subject, we will have occasion to deal with these 
‘laws’ in their proper places Suffice it to say, at this stage, that 
what are called ‘economic laws* are nothing more than careful 
conclusions and inferences drawn with the help of reasoning or 
by the aid of observation of human and ph'Sic^ nature All 
“economic laws ’ are based either on human Psychology or on 
the physical properties of matter Those of the latter kind ate 
more persistent in their tendencies, but those of the former 
category are not absolute and universal in character, for the 
simple reason that human nature is not con'tant and uniform. 
Many of su h generalisations ace only of limited application and 
have to be considerably modified from time to time and place to 
place, except a few which are more constant in their apolication. 

Other points relating to the nature of economic laws will be 
dis'-ussed when such laws come up for discussion. 
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SOME IMPORTANT ECONOMIC TERMS. 

One serious difficulty about the study of Economics is that 
every one belonging to any walk of life thinks that he is 
competent enough to express opinions on even the most 
complicated problems of Economics. The reason of this is not 
far to seek. Economics deals with something which is the close 
concern of every one and that too m a language which is that 
of the people In its most complicated discussions it uses words 
and phrases which are used by every man in the|strcct. It uses 
words like wealth, utility, value production, consumption capital, 
income and so on words which every one thinks he knows 
enough about. 

Sciences, like Physics and Chemistry, have their own special 
terminology and nomenclature. No one dares to enter into their 
domain, unless he has made adequate preparation for the same. 
But that IS not; deemed to be necessary in the case of Economics, 
as the words and phrases are familiar enough to every one * 

This serious drawback, however, can be turned |to very good 
account if care is taken by economists to explain, and by the 
people to understand, the significance and meaning attached to 
each term. In many cases the difference m meaning is not 
chsc a cs grvea whcdi 

was not attached to it before. But even this slight difference m 
meaning here and emphasis there, has been responsible for a great 
deal of confusion In the following pages some of the important 
terms which are liable to be misunderstood will bc\ explained. 
A little time and care devoted at this stage will save a great deal 
of trouble and misunderstanding in future- 

Utility. The common meaning attached to this term is use- 
fulness, of 'benefit, or advantage of any kind. A thing is said to 
possess utility, if it is useful, beneficial or advantageous. To the 
extent that it is more useful, or beneficial, it is said to possess 
greater utility. The meaning xs correct enough., but only one 
caution IS necessary ; whether a thing isjuseful or beneficial or 
advantageous should be left to the particular individual to deter- 
nime. One person may not agree with the tastes and inclinations 
of the other. So for an object to possess utility it must be 
desired, it need not be desirable What one man considers useful, 
the other may regard injurious. An article for which one person 
IS prepared to pay a high price may be of such a nature that 
another man may not mind even spending something to get rid 
oWit- One man, for example, spends money to get meat from 
the market , another man dislikes it to such an extent that he 
v,nll risk his life rather than take it A bottle of wine gives a. 
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great deal of utility to the drunkard — at least he thinks that 
It gives him utility — . hut a temperance reformer will only pity 
such a person. 

As pointed out above, a thing may be desirable to one indivi- 
dual, but It may not be so to another^ Whether it should be 
desired or not, is a different question^ which, no doubt, comes 
within the scope of Economics, as we have understood it but, 
before suggesting what should be desired and what should not 
be. It IS necessary to further analjsc the notion of utility. The 
utility of an article may be defined as its capacity, supposed or 
real, to satisfy a want, 

The conditional phrase* supposed or teal, requires further 
elucidation. When a person purchases a certain thing, he does^ 
It because he t/iinfcs that it possesses the capacity of satisfying a' 
specific want which he is just then feeling. He only thinks, 
but cannot be sure, at least not aUvay* How often does it 
happen that a certain thing purchased m high spirits and in high 
expectations, does not come <tp to the msek ' A dsrk-sktaried 
student purchases a lotion from an itinerant «eller on being 
assured that a few applications of the lotion will make bis skm 
very fair He appliesjit one night, but finds still darker patches 
on his face the next morning* When he bought the phial, he 
thought If would give him a great deal of utility. Instead it gave 
him disutility or dissatisfaction 

Value. Value is the worth of one 'thing m terms of another. 

It needs comparison, and, therefore, requires two or more com- 
modities. It IS a relative term, and means briefly ’power in 
exchange’ A thing is said to possess high value, if it can get in - 
exchange for itsclf|a large amount, or large number, of other 
commodities. Diamonds possess, in this sense, high value, so do 
gold and silver, though not to the same extent 

The two notions, utility and value, have, consequently, 
different meanings. A thing may possess utility, but it may not 
have any value at all. \\atcr although posse'ising very great 
utility, has practically no value. After spending a very little 
effort or money, water can be drawn out of a well, or can be- 
fetched from a\river, if it is nearby, or it can be had from the 
municipal pipe' But m deserts, and sometimes m tracts which 
are susceptible to w’ater famines, it begins to command a high 
value. The same may happen m the case of air, when it has to 
be supplied to the diver m the bottom of the sea. On the other 
hand, commodities commanding high values, like diamonds and 
rubies, gold and si ver, do not possess a very great amount of 
utility. If the world} is deprived of diamonds and such other 
things, It will not be much worse off Iron and salt, coal, cotton 
and grain, are not very valuable . but they r>ossc«s a great 
amount of utility It appears that nature has supplied us m 
abundance with' those commodities which arc of very great 
utility to us, and upon which out very lives deoend* Air and 
water, heat and light have been supplied freely and arc, there- 
fore, caUed ‘free-goods’ nz. those desirable things to obtain 
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■whicH we need not put up any effort. Also it is not necessary 
to economise in the use of such things as their supply is un- 
limited Those things, however, which are not so unlimited in 
quantity need effort before they can be procured ; and when we 
succeed in procuring them wc also need to economise in regard 
to them. Such things are called economic goods, and possess 
value. 


It should not be understood, however, that there is no 
relation whatever between utility and value. On the pother- 
hand It IS very close In the tirst place, there can be no value 
without utility. If a thing docs not possess utility, nobody 
would like to give anything iii exchange for it, and so it will 
have no value , but as pointed out above, there can certainly 
be utility without value, as in the case of air,, water etc. In the 
second place, in a very large majority of cases, the value of a 
thing IS affected a great deal by its utility \ The relation between 
value and utility will be discussed in full details later on- 

Value is then a relation between two articles If in exchange 
for a table we can get two chairs, we say that the value of a table 
IS twice as much as that of a chair; and that the value of. a 
chair IS half that of the table. In this way we may express the 
, value of any one arpcle in terms of any other article, or a number 
of articles. This kind of relation between one article and the 
other IS quite common even today m Indian villages A farmer 
who grows, say wheat, gets m exchange for it many articles of 
daily use, like earthen pots from the potmakcr, small iron imple- 
ments from the black-smith, petty wooden things froin the 
village carpenter, and almost every kind of service from the 
village artisans and servants The sweeper, the barber, the 
chaukidar, the weaver, the washerman, and sb many Others, are 
paid for their \seivices at the harvesting time by so much wheat 
or cotton or gur or all combined 


Price In towns, and aties of India, this type o^ excl • , 
which IS called barter, has practically disappeared. In cverj • v i ' 
transaction, rupees, annas and pies, now figure proir.incri 
The values of different articles are now measured ret 
terms of other commodities, but m terms of money ^ 
of an article when expressed m terms of money is called v n . 
In villages also money has be^un to .ola^v .an jmnnrtanr 
part Rents which used to be paid formerly in the form of 
agricultural produce have now begun to be demanded and 
paid in terms of money 

Wealth The most important term in Economics is wealth, ai 
at One time it formed the subject matter of the Science. Econo- 
mics was defined as the Science of wealth by earlier economists. 
It IS now defined as a science having as its subject matter a com- 
plete 'study of wealth and a partial study of man. Ih*. 
importance and significance of the term is proved by the two 
JUefinitions given above \ "Wealth is a term with which every 
one, even /the, poorest, must be quite familiar; because, in its 
essence, it consists of those things which possess value. 
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We have already explained the term value, and also given 
its definition. If we pay a litde more attention to this word 
we will very easily understand the true and correct meaning of 
the term wealth We have said that wealth consists of those 
material things which possess value. Now for anything to have 
value, two attributes arej essential The first is that it must 
possess utility, without which it cannot have any value This 
means that for anything to be called wealth, the attribute of 
utility IS essential Wealth, therefore, must consist of all useful 
and desirable things But there is also the second attribute of 
value, and, consequently, of wealth, which is that of trans- 
I ferabiiity Value, we said, was the power in exchange possessed 
by a certain commodity. This clearly implies transferability, 
A thing which possesses value must also bejcransferable ; other- 
wise it cannot bef given or bought in exchange. Thus, wealth 
consists of those thihgs which are useful and transferable ; that 
IS to say, can be bought and sold. As a matter of fact, only 
those things are bought and sold that are useful. No body 
would like to buy a thing which is useless. So it is enough to 
say that wealth consists of those things which can be bought 
and sold, or, when there is no money, can be bartered with 
lone another. 

So far we have discussed only individual wealth, viz wealth 
as conceived by an individual But there are other senses also in 
which this term is used. Thechaupal in village is not the wealth 
of any single individual; but it is, undoubtedly, the wealth of the 
whole village It may be called, therefore, collective wealth 
The came is the case with municipal parks, grounds and buildings; 
provincial roads, public works, and ro on -They all come under 
collective wealth "In some case*. a| figurative use r, made of the 
Tezjn wheo the Caines ajui the Hjjjjshyes ste cs}Jed asm>?aJ 
wealth of India Sometimes qualities of head and heart which a 
person possesses are referred to as his personal wealth, to distin- 
guish It from individual wealth, as discussed above. 

A little further examination is necessary before we close the 
discussion The Sun and the Moon are useful, but they cannot 
be bought and sold; so they dre not wealth t Air, and water" 
(near a river), are useful, but no one cares to bAy and sell them 
as they are enough and to spate So they are not wealth 
Health and skill are very useful, but they cannot be bought and 
sold in the ordinary way So they, too, are not wealth, though 
they may be regarded as the source of wealth and sometimes 
better than wealth Take the case of a musician He gives us 
an exhibition of his skill by singing a few songs, and we give 
him, say, Rs 50, on a marriage or other occasion Is this not a 
transfer, and so is not the skill of the musician, being both 
useful and transferable, really wealth’ A little thought will 
convince the reader that it is not so. When a musician gives 
a few songs in exchange for a few rupees, w-e certainly give him 
Rupees, but what does he really fine us ’ It is no transfer, a- a 
matter of fact. Tran.-fer implies both a gam and a lor: In the 
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Case under discussion, the skill of the musician remains intact. 
He does not lose anything. If possible, he gams something by 
renewed practice in singing. The same is the case with a pro- 
fessor. He delivers lectures in the college, and is paid for this 
service by the Managing Committee of the College. He, 
however, does not lose anything, but only becomes more proficient 
the larger number of times he delivers lectures. We need not 
extend the point further Such cases are not cases of transfer 
So we are justified m saying that wealth consists of those things 
which possess value, ot more explicitly, it consists of those things 
which possess utility and transferability. 

Wealth and Welfare It will not be out of place to mention 
here briefly the relation between wealth and welfare. The 
earlier economists laid very great stress upon wealth, and very 
little on man, who actually produced and consumed jt. They 
were not very careful m establishing a relation between wealth 
and, welfare in general. This attitude brought upon them the 
indignation of people like Ruskin and Carlyle 

The word wealth is etymologically derived from ‘weal’ and 
so has a close connection with welfare In actual life also we 
find a close relation between the two While wealth is regarded 
as a means, the welfare of a nation is rightly regarded as the 
eTrdr~Ifrthe production of wealth and other allied activities, the 
welfare of individuals should not be allowed to be sacrificed 
On the other hand, the aim of every activity in connection with 
wealth-economic activity— should be to increase the total 
welfare of nation, and of the individuals composing it If the 
interests of certain individuals collide with those of the nation, 
the former should be disregarded m order to safeguard the 
latter. 

Land. By land we ordinarily mean the hard portion of the 
earth's surface as distinguished from water, but in Economics 
this word IS used in a greatly extended sense By land we mean 
not only the terra fir m't, the hard surface of the earth, but the 
whole of that portion of the planet which has been appropriated 
jOr is appropriable It thus includes seas and oceans, which have 
been appropriated for fishenes or navigation; hills, mountains, 
rorests, water falls, wind power; mines and springs below the 
surface; ocean beds for oyster and pearl fisheries; also the heat 
and light of the sun, the moon and other heavenly bodies, 
together with the annual rainfall which falls on the earth’s 
surface in different seasons. In other words, land in Economics 
js. synonymous with all that nature provides, other than man All 
birds and beasts, reptiles and water animals, are also included 
under the term It is. therefore usual to apply the term nature 
in place of land where this extended meaning is sought to be 
given. 

3 Land IS a^r ee _g ift of It came into existence long — 

longibefore man was borru But when once born, man began to 
multiply, and exploit for his purpose the land where he was born. 
He began to appropnate certain portions of it for his own use. 
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When his g^geny increased, family fights ensued. Those who 
were vanquished, had to leave one part and settle in another. 
In this way. in the course of ages, the entire habitable portipn of 
the earth's surface was appropriated by man But he still con- 
tinues to grow, while the land, abundant in the beginning to an 
extent that'it was,asfreeto mankind as air is now, has begun 
to grow scarce. Although still a free gift of Nature, it is not 
unlimited in quantity like air. It is strictly limited, and can 
never increase This has created many complicated problems, 
which we will have occasion to discuss later on It can neither 
go out of existence, nor can it increase So we find that it has 
three characteristics (1) It is a free gift of nature, (2) It is 
imperishable and i3) It is limited m quantity. These three 
characteristics are important as they distinguish it from Capital. 

Labour. In ordinary language it means exertion or toil of 
the physical sort, and is associated, generally, with manual labour. 
That IS not, however, the complete sense m which the word- 
is used in Economics It means much more than that 
It means any exertion, physical or mental, which is 
undertaken partly or wholly m the expectation of 
monetary gam So even those who have! to work with their 
brains can be called l-ibourcrs Lawyers, doctors, professors, 
executive and judicial officers, statesmen, viceroys, ministers and 
ptimejmimsters, are all labourers m this sense, as their exertion 
is mental, and js undertaken m the expecration of monetary gain 
While that labour which is not so undertaken, but which has 
for Its object pleasure or satisf.iction \of any kind, cannot be 
called economic labour A tennis player labouring hard to win 
a set, cannot be said to be putting forth l.ibour in the economic 
sense The same is true of the labour of an individual who 
works day and night tn an election contesffon behalf of a public 
organisation for some candidate He works hard, of course,' 
both physically and mentallvi but as he does it without any- 
expectation of monetary gain/for himselt. directly or indirectly. 
It cannot be called economic labour 

It should not be understood, however, that Economics does 
not attach any value to this sort of work it done by an individual. 
It cannot, however, be called economic labour, though it may 
be regarded as very laudable The activities and labours of 
numerous\ learned Sadhus and Sanyasis, in the past and at 
present, cannot be called economic labour, but no reflection of 
any kind is meant by this non-tndusion. 

Labour and labourer, however, are also used m a narrow 
sense, when they mean farm, factory, or domestic or generally 
speaking, manual labour or labourer, receiving remuneration in 
the form of daily, weekly or even monthly wages This is the-’ 
concession made by Economics to common usage of the term. 

. Capital. We know something about wealth It consists ofl 
all those things which arc useful and transferable, or, to put it 
in other words, it consists of those things which can be bought 
and sold. Only those things are bought and sold which are 
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meant to be used or consumed, now oi hereafter. Wealth may, 
therefore, also be said to consist of all chose things which are 
meant to be used or consumed now or hereafter. This use or 
consumption of wealth IS possible in any of the two ways. (1) 
It may be used^or consumed for deriving satisfaction directly out 
of it, as in the case of articles of food, clothing, shelter, furniture 
and so on. (2) It may also be used for the production of articles 
of the first category, as in the case of tools, implements, machines, 
factory and farm buildings etc. 

Articles belonging to both classes come under the category 
td£ wealth, but those under (I) constitute the class known as 
consumption wealth, while those under 12) constitute the class 
known as production wealth. Another name fori production 
wealth is Capital It may, therefore, be defined as 'that wealth 
which IS used for the production of further wealth 

It IS not always easy to distinguish between a thing which is 
wealth and that which is capital Within the broad limits set 
above the distinction is not difficult Everyone, for example, 
will readily say that loaves of bread and other things that we 
eat; articles of dress and of personal decoration: articles of 
furniture in the house ; horses, conveyances, bicycles etc , are all 
wealth. I Also that ploughs and other agricultural implements 
steam engines used in. factories and other plants and machineries; 
raw material like cotton, wood or sugarcane, to be used for 
making finished articles ; seed, manure and water to be used for 
growing crops, are all capital But there are certain things on 
the border line, and others ot a doubtful nature which make the 
distinction sometimes difficult A motor car with a Rais, for 
example, should be regarded as wealth . while that with a busy 
doctor, capital 1 Again, a motor car w-ith a busy doctor should 
be regarded as being used as capital when he goes out on visits ; 
but as wealth when he goes out for an evening drive or goes to a 
neighbouring bigj:ity on some private business with or without 
his family A hoiise owned by a person but also occupied by 
him IS wealth ; while if he lets it out to somebody else on rent, 

^ it becomes capital The same is true of every article i A chair 
m a room is wealth as long as it is used by the owner ■ but if it 
IS given out or hire to somebody, it becomes capital A certain 
amount of money in one’s cash box. if it is going to be used in 
connection with domestic expenditure, is wealth ; but if it is 
going to be used m connection with one's productfve business it 
becomes capital. Sometimes the same thing may be wealth to 
one. and capital to the other or others,, at the same time and 
0 place. One\man IS going m a Railway train, say, from Meerut 
to Delhi, for purchasing articles of merchandise for his shop. 
He regards the Railway as something which, ^helps him in the 
production of wealth, and so for him it rs of tlie nature of capital 
, (though not exclusively his) Another man is going to sec a 
Cinema film or a hockey match The Railway helps him in the 
consumption of wealth, and so it is to ’him of the nature of 
\\wealth [though not exclusively his]. 
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Although cases cited abot'c are quite interesting, and serve 
the purpose of a little mental exercise, they are not of very gt^at 
importance in practical afihirs. The division is broad and clear 
enough, and doubtful cases, if they occur, can be vpry s^gll 
decided, this way or that, without produang any appreciftjjje 
effect in the general trend ot argument. They are, however 
very great importance to the theorist. There being a continijjry 
in enconomic, as in other affairs, the most important, and, Sjde 1 
by side with this, the most instructive, cases are brought under ^ 
observation and discussion only when one class is about to merge 
in to the other A number of such cases will occur as we proceed 
along, and they will then be carefully and minutely discussed m 
their respective places. 

Income. This is another difficult term which is highly 
ambiguous in its meaning, and so requires a very careful 
handling The ordinary meaning of income is ‘that which cot^gg 
in’ or briefly “incomihgs" The difficulty,! however, arises 
deciding upon those “incomings’' which have to be treated as 
constituents of income. 

The best method of giving a good description and, if possible 
a satisfactory definitioTi of income seems to be to take up one or 
two definitions given bv other economists, and then, by discussing 
and criticising them, discover, if possible, a better one Dt. p 
Basu m his 'Economic Principles for Indian Readers’ writes ‘In- 
come IS that which is derived from wealth by its owner, whether 
ic( IS used as consumption wealth or capital’ He means by this 
that income consists of satisfactions— not goods — that a n>an 
derives from his possession? The satisfaction that a professor 
draws from his salary- not the salary itself— together with other 
satistaction that lie derives trom liis cHairs and' tables, clock's and 
radio, articles of food and clothing, and so on, from his to^ai 
accumulated or invested wealth, constitutes bis income. 

This use of the term income appears to be very wide as it}also'“ 
takes into consideration those intangible elements which arc kft 
out of account by economists on account of their vagueness 
difficulty of measurement 

Another definition which has been given by Carver appears 
ta go to the other extreme He simply writes — "Income is 
price received for services” In the first place this defmitisn 
confines income to money income (price) alone, which makes the 
dehnition inadequate. In the second place it coniines it to mooi^y 
earnings received ioT ^eniees, leaving a large field)of ‘unearned 
incomes’ uncovered 

Marshall does not give any definition in his ‘Principles 

Economics’. Only at one place he writes “ Income consists ' 

chiefly of commodities in a form to give pleasure directly 
From this one thing is obvious, that Marshall docs not regai-d 
income as consisting of satisfactions merely. In bis ‘Principle,’^ - 
however, be uses income mostly m the sense of money earnings. 
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A definition given m Falgtave’s Dictionary of Political Econo- 
my and repeated in Encyclopaedia Brittanica runs thus —‘In- 
come ij^the wealth measured in money which is at the disposal 
of an individual or community, per year or other unit of 
time". 

The above definition gives a nearly correct idea of income 
which may be acceptable, but the phrase ‘measured in money 
raises difficulties. We are concerned not only with the western 
world but especially with our own country. We know that 
in India about 90 p. c. people bve in villages. We also know 
that although money economy is gradually making its headway 
n the villages lalso, yet, a large portion of the income ot a village 
mltivator, or any village resident, does not consist of money 
ncome but consists of * commodities other than money So 
for India, at least, the idea of income should not be confined to 
money income alone. In Europe and America there is very 
Little income which is not in the form of money: but that is 
not so in India at present, and is not likely to be so for a 
consideiable time in the (future jt would be well, therefore, 
to define income as, "that amount of fresh wealth which is 
available to an individual oc a community for utilisation per 
year or other unit of time". The word ‘fresh’ has been added 
as it fits in with the idea of a period, per year or per month. 
The words ‘available for utilisation’ perhaps better convey the 
real purpose of income than the colourless phrase ‘at the dis- 
posal of^ but this IS not at all a matetial change The phrase 
"meaepred in terms of money" has been removed. The defini- 
tion now jiorded is expected to be. more realistic and in con- 
formity with conditions prevailing in a major part of the 
country. It can also fit in with conditions m the Western World. 

The income of a village cultivator, for instance, does 
not consist only of that amount of money which he receives 
lifter selling his crop. It is a well-known fact that an Indian 
cultiva’tor does not grow his crop only for the purpose of 
.sale, but also for his own consumption It is very unfor- 
'tunate that many cultivators now find themselves compelled 
to sell their produce to outsiders for a money price, but 
later on to purchase at a higher price some part of it for 
their own consumption Inspite ot this they grow a number 
of minor products on their farms which are not exchanged. 
They keep cows and buffaloes almost without any great 
•^trai expense, and derive a good deal of income through 
Lrhem,' not only by selling ghee and milk, but also by 
consuming mattha, curd, butter and cream; by using their 
cattle droppings as manure or fuel, by growing vegetables 
ici a small part of their plot for domestic consumption , by 
,growing cotton, not for sale but for domestic consumption 
m stuffing quilts and m spinning yarn, \shichmay be given 
the village weaver for being woven into a than of cloth, 
^his wages being| paid in so much gram at the harvesting' 
time. Instances may be multiplied to show that at least for 
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rural India, even to-day, the notion of money income is not 
realistic and very helpful. For that part of India which 
consists of big cities and towns it holds true and is certainly 
apnlicable. The definition of income as given above includes 
such cases; though it does not exclude those where income 
in the form of commodities and services is more important 
than that inf the form of money 

Production. It is that economic activity which lesults in the 
addition of utilities It is impossible to produce matter m the 
sense of creating it It is equally impossible to produce 
utility in the same sense No one can make a useful thing 
out of that which is quite useless The very fact that some- 
thing useful can be made out of it. will make that which 
is now useless, ^useful, though eveif slightly. Molasses near 
Sugar Cane factories arc, at present, not only useless and 
valueless, hut are positively a nuisance on account of the 
space they occupy and the offensive smell they spread But the 
moment any definite scheme to utilise them proves successful, 
they will begin to fetch a price 

If we cannot create matter or utility,/ we can certainly 
increase the latter by adopting various /ways and means 
A log of wood, which possesses very little value when it is 
in its original stale, can be made very useful and service- 
able. and CO much more valuable, by subjecting it to various 
processes of carpentry When it is converted into a table, a 
great amount of utility is added to it This is one form 
of production which consists in making a thing more useful 
by changing its form This is also called giving it a form utility. 

But a table even when completely constructed in a factory 
close to a forest may not serve any useful purpose if it is not 
removed from the factory, and transported to a place where 
It is needed. For this purpose certain transporting agen- 
cies are necessary which may perform the service of remov- 
ing It from the place where it is less needed to a place where 
It IS more needed Consequently all a^ncies, or other indivi- , 
duals who perform this important service, also play an important' 
part in making it more useful, by changing its place of con- 
sumption and give it place utility. 

Yet again, certain big firms arc needed that might store 
such things as tables and chairs, aqcl other articles of furni- 
ture. as they are brought direct from the factory They keep a 
number of things in stock till the time that they are actually 
needed by the consumers So they, too. play an important 
part m the life hrtory of the table and help in making it more 
useful by readily offering it for sale when it is needed by con- 
sumers They give what is called ‘time utility.’ in as much as. 
they keep it in stock till such time that it is actually needed. 

To conclude, then, the utility of a thing can be increases 
either by changing or modifying its form or by changing its pIjlc 
of consumption, or b> chanoing the time of consumption All 



bOME IJMi'OXiTANT ECONOMIC TEKMS 


33 


individuals and agencies that take any part m the three activities 
mentioned above arc said to be engaged in production. Produc- 
tion may, therefore, be defined as that branch of economic 
activity which has for its object the addition of utilities or 
values. 

Production of Services Production is not confined to a 
consideration of commodities only , but is equally concerned 
with services. Some services arc skilled, others less skilled. 
Production, as a department of Business Economy, has to do 
with both kinds of services. In the matter of commodities the 
function of production IS to increase their utilities by modifying 
the form, olacc, and changing the time of consumption , or in 
other words by increasing form, place and time utilities. In 
connection with services, its function is to increase their utilities 
by making them more efficient mentally morally and phjsically. 
This aspect of production will receive greater attention when 
we discuss labour as one of us factors 

Consumption. Consumption means deriving advantage out 
of commodities or services While production is a process by 
which utilities are added to commodities and services consump- 
tion is a process by which these utilities arc enjoyed. In the 
course ot consumption of commodities, their utilities can be 
exhausted during a dcfmuc period, Jong or sliort , but in the 
matter ot services, the utilities are enjoyed in a constant stream 
without causing any diminution. 

In Economics, consumption means both consuming and using. 
We ate. generally, said to consume d thing when, by our act, 
the form of the thing consumed undergoes d drastic change, or 
when it totally disappears from view When we cat and drink 
substances we are generally understood to have consumed them. • 
But we certainly do not consume, m this sense, articles of cloth- 
ing, furniture etc. We only use them It means that by our 
action they do not disappear altogether or arc not mutilated out 
of all recognition. They only wear out by constant use The 
chair and shoe wear out, but their form is not suddenly changed. 
Such commodities are said_to be used 

There are yet other commodities winch are neither consumed, 
nor used m the above sense ; none die less they are commonly 
regarded as articles of consumption in the same way as those in 
the two categories mentioned above Such are pictures, paint- 
ings. statues and other articles of decoration which are not even 
touched by hands except for the mirposcs of cleaning Their 
consumption means only our casting a glance at them, and noth- 
ing more It will be violence of language if we say that we 
consume or use such articles Wc do neither . wc only enjoy 
them. This is all that consumption means in their case They, 
too. wear out as other things do, but not by the usual process 
of consumption or use. It is tune— the passage of time — which 
IS the greatest consumer world has ever seen ’ They are really 
consumed by time . we only enjoy their presence or sight- 



ELEMUNtS 01' ECOKOMlC!^ 


TA 


In this last category are also included services of liuinan 
being's. We derive advantage out of the services of lawyers, 
doctors, teachers, preachers, actors, singers and a host of other 
public, professional or private servants We oay for their 
services as we pay for commodities- We derive advantage out 
of their respective services in different ways. Some give us 
protection, some relief, some enlightenment, some pleasure and 
enjoyment and so on But we leave them as we find them We 
do not, by out utilisation of their services, cause any wear or tear 
in them It is caused, as m the case of paintings h'ing in draw- 
ing rooms, by the passage of time. 

So this IS what ue understand by consumption- It maybe 
called the reverse process of production. It has assumed very 
great importance in modem times Earlier economists did not 
even recognise it as a separate, or even an important branch of 
then Science. But modem economists have given it the rightful 
place It deserved In the study of Economics, consumption 
should really form the first branch because we produce only for 
the purpose of consuming Production is the means, while con- 
sumption IS the end of economic activity. But agreeing with 
the view that there must be something before we actually begin 
to consume it. we will discuss production first, and consumption 
last. 

Money. Keynes gives a very good definition of money in his 
book, ‘ A Treatise on Money* m the following word«> “Money 
IS that by delivery of which debt-contracts and price-contracts 
are discharged, and m the shape of which a store of general 
purchasing power is held *' In simpler words, “money is that 
commodity which enables a person to get in exchange for it 
articles of daily use, pay uo his debt, and, by keeuing it in store, 
acquire a right to get various articles in future." The first 
attribute of money is the most important, namely, that it enables 
one to get other articles in exchange It implies that'this com- 
modity must be acceptable in exchange to every body If it is 
not so, he will not get other articles in exchange for it It also 
implies that the commodity should be «uch that every one is 
prepared to value his own commodity in terms of it Other 
attributes mentioned m the definition are derived from the first 
attribute. Money has thus four functions to perform (1) It acts 
as a medium of exchange 12) It acts as a measure of value (3) It 
IS used in making future payments and (4) It is hoarded or 
stored. 

When a commodity begins to be accepted in general ex- 
changes, and when other commodities begin tube measured in 
term of this one commodit>p it is obvious that future payments 
will also be maae and it will also be stored, if needed. 

Different commodities have served the above purposes 
m different times and in different countries : but at present gold 
and silver, with their paper substitutes— are commonly used 
in India we find the Rupee, as the standard or principal com, 
u^ed for all purposes mentioned above. It is used, with irs 
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utilising them and with the help of the knowledge so acquired 
again sets himself to the task of finding out still greater and 
richer treasures. 

It will not be correct to say that man has made nature his slave. 
The phrase IS meaningless- Man has no more power over nature 

now after laose of so much time, and after the expenditure of so 

much effort, than he had m the very beginning The only 
difference is that then he did not know much whi’e now he knows 
enough about the ways and methods m which nature works. This 
IS the secret of all sciences and herein lies roan’s progress. He 
cannot alter by an iota the course that nature usually takes. If he 
can go up m a balloon against' the force of gravitation, it is possible 
only by his knowledge of the natural properties of hydrogen and 
warm air Inspire of the much vaunted human mastery over 
naturci man is incapable of keeping in check the wild elements 
and forces of nature He is still like an atom before the mighty 
Himalayas if he sets himself against nature In co-ordmation 
with Land or Nature. Labour plays a very important part and 
all material progress, has been achieved by man after applying 
his labour to land. 


CAPITAL. 

Nature and man ate the two mam factors of production . 
but It IS evident that without some sort of capital it was almost 
impossible for man to have produced anything He could 
certainly climb up a tree, and p uck off a few fruits and 
satisfy his hunger , or he could kill and remove the skm of an 
ammal by means of a sharpened piece of stone . but even the 
sharpened piece of scone served the purpose of capital as he 
must have spent some effort m sharpening it in order to use it 
m a future operation He could not kill an animal without 
bows and arrows which undoubtedly became his capital for that 
purpose, bo we see that man cannot go even a few steps 
further m the production of wealth unless he is aided in this 
operation by certain useful things which he makes in the past 
definitely for this purpose. The progress of man is really 
limited by the amount of capital m his possession which assists 
him m his productive activities. It is impossible fora man Co 
raise a crop without seed, a seed bed, manure, water, and a few 
implements, which help him in preparing the seed-bed and 
performing other agricultuial operations. All these things 
require an effort on his part to produce them and then a certain 
amount of waiting winch is necessary before he can derive any 
benefit out of them He can if he likes consume the seed by 
turning it into flour and then using it as a loaf of bread , but he 
does not decide to do so. He gives up the idea of consuming 
the seed and deriving satisfaction directly out of it On the 
contrary he decides to use it as seed, which, he hopes, will 
enable him to grow a crop, several times mote plentitul than the 
seed Itself and thus uses it not for purposes of direct consumption 
but for those of production. The more efficient, the more 
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durable, and the more numerous such aids to production 
of wealth, the greater would be his production of wealth. 
If much care is not bestowed upon the preparation of the 
seed-bed; if the seed ‘is not selected with great care, if 
manure is not given in requisite quantity and of desired quality , 
if water IS not given to the crops whenever it is needed, and if 
different agricultural operations are not performed at the right 
time, in a proper manner and with the help of efficient tools, the 
yield of the crop cannot be -satisfactory Herein lies the 
diffcrece between Indian and European or American cultivation 
In India the amount of capital and care devoted m the raising of 
a crop IS very small as compared to that in Europe and America 
The result is that in spite of the natural fertility of the soil and 
the individual skill of the cultivator, the yield of crop per 
acre is much less in this country than in other advanced countries 
of the world 

As in agriculture, so in industry, the amount of capital that 
IS used makes a large difference between the industrial produc- 
tion of India and other countries of the world Capital therefore 
IS a very important factor in the production of wealth CaDital/j 
IS nothing but the result of saving which means that if a man/ 
consumes less than what he produces, and so saves something,!' 
he can utilise this saving in such a form that might help him in' 
his further productive activities A cultivator can purchase a 
plough only when he has got a number of rupees with him 
whereby to purchase it. If he has been spending more than, or 
even equal to, his earnings he can never find himself in a position 
to purenase a plough . and without it he cannot carry on Ins 
agncukural activities. A plough is only a very simple implement 
of cultivation There arc now-a*days in the market a number 
and variety of agricultural implements which arc more comple.v 
m their working, more efficient m their results but also more 

vators. or, for the matter of tliar, all those engaged in productive 
activities, begin to acquire more capital This is possible only 
by reduced expenditure and enhanced incomes towards which 
they should devote theit attention. 

India has been left very far behind by the rest of world in the 
matter of capital Our land is not inferior even to some of 
the best lands m the world. Our labour force, if w’C look merely 
to numbers, is several tunes that of even the most advanced 
country of Europe or America, but in the matter of capital we 
lag very far bcliind. Europe and America have made very great 
progress in the matter of capital especially utter the Industrial 
Revolution in England towards the end of the 18ch century. 
India 15 even to-day where she was in the 18th century, 
especially in the matter of agricultural capital It has thus fallen 
about hundred and fifty years behind Europe and America- If 
our progress henceforward is even equal to that of other countries •. 
wcwill alwa>shavc to remain hundred and fifty years behind ^ 
them- ® make much lecw-ay , so let us beware ' 
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ORGANISATION 

When labour aided with capital is applied to land for 
the production of wealth the etementary conditions ot 
production are all satisfied. But as labour alone cannot 
go very far in the production of wealth without the help ot 
capital, in the same way even labour and capital cannot 
go very’ far without that special type of labour which 
consists not so much in puformxnfL ordinary operations as 
in dtrectmg the whole operation Organisation consists of a 
number of different operations. A cultivator, for example,! I 
(I) to bring together'the vanous factors of production m the riglit 
proportion. to start and then finish the actual work of produc- 
tion, (3) to dispose of the yield of his crop and (4) to take into 
consideration the monetary position of all these operations and 
finally close the various accounts So it is evident that even 
a peasant proprietor or an ordinary cultivator has to look to the 
organisation of his business; and so he is an organiser to that 
extent. But the importance of organisation, as a separate factor ] 
of production, began to be recognised only after the Industrial 
Revolution when the problems of production^became more com- 
plex. Labour had already been spUtted up according to the 
principle of division of labour. Not only different individuals 
• were assigned different tasks according to their respective 
aptitudes, but different types ot machines had also been invented 
for performing different mechanical operations.^ Ir was not only 
division of labour but also, and more important still, a division 
or specialization of machinery.^ Before the Industrial Revolution i 
the problem of sale was not sti^important. because the extent of 
the market was not so wide ; but after the development in the 
means of communication and ttansporfation the problem ot sale 
also became very complex Goods had to be produced far m 
advance of their demand Also the area from which raw 
materials were obtained grew very wide There was in addition 
the new problem of labour versm capital which had begun to 
attract notice. Large numbers of labourers had to^e employed 
and had to be paid fheir weekly or daily w.ages CCompetition l 
among producers, not only of the same country, but of different 
countries, was becoming intense. Under these conditions it was 
not easy for an ordinary man to handle such vast problems of pro- 
duction with that efficiency which the occasion and time demanded 
It was at this stage that organisation began to be recognised 
as a separate and independent factor of production The pro- 
blems of industry, both m the agricultural and industrial spheres 
had assumed an importance which demanded for its successful 
handling not the ordinary labour of a cultivator or a tradesman j 
or .a small manufacturer, but that of an able man who had 
devoted considerable time and attention to the study of these 
knotty subjects and had specialized himself m this particular task 
With the growth of joint stock business the need for such 
organisers became more pressing, and the distinction between 
labour, as ordinarily understood, and organisation became more 
marked 
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Organisation includes two important functions, that of 
management, and that of enterprise or risk taking. Sometimes 
ht happens that the proprietor of a business is also its manager. 
’He manages it himself and is thus directly responsible for its 
success or failure This is a case with almost all of out agricul- 
turists and most of our tradesmen Our cultivators have to 
manage their businesses to the best of their ability and are 
ultimately responsible for successes or failures They are there- 
fore both managers and enterprisers of their business The same 
is the case with most of our tradesmen They not only sit 
on their shops and look after the sales but they also invest their 
' own money in the trade or calling They too arc both managers 
and enterprisers 

The case of manufacturing establishments on a small scale 
is similar to that ot our cultivator* or tradesmen ; but manufac- 
turing businesses earned on a large scale and on a joint stock 
basis make a distinction between management and risk-taking. 
There ate highly paid managers of certain big manufacturing 
firms m which others have subscribed the capital and undertaken 
the risk In such .cases that part of organisation which consists 
of management is performed by one set of people while that 
part of It which is associated with enterprise is performed by an- 
other This tendency is very marked in American business. In* 
that country the risk of business is undertaken by a set of people, 
while Its management is carried on by paid men of high organising 
ability For this reason, in several books on Economics, mostly 
of American origin, enterprise is not regarded as a function 
of organisation but is treated, owing to its growing importance, 
as a fifth factor of production Organisation in such a case means 
only management of the various departments of production. 

i«DUTt« anh ^umau \t* \betn. Tbe 

economic history of man is nothing but a description of how his 
efforts were applied to materials provided by nature for the 
purpose of producing material objects, or deriving satisfaction 
therefrom for his own benefit and enjoyment If natural re- 
sources in a certain region are vast and rich, but the people 
inhabiting it have not developed the capacity to utilise them to 
the fullest possible extent, it cannot be called prosperous On 
the other hand, if a highly enterprising and intellectual people 
^^cupy a region which is poor in natural resources, it is possible 
^hat by the application ofjngenuity, skill, and enterprise, they 
may manage to make themselves matemlly better off than the 
people of the fust type Iris not meant to be conveyed here 
that man can become materially prosperous even m deserts like 
those of Sahara or in the Arctic regions What is meant is that 
even with second class natural resources, a first class people can 
increase their material welfare mote thoroughly than a third 
class people in a land with first class natural resources. Material 
prosperity is therefore a function of natural resources, and Immnn 
knowledge and capacity to work them. 
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To give la few instances. England is a country which, no 
doubt, possesses certain very great advantages in the matter 
of natural resources, but it cannot be said that her natural 
resources, on the whole, are as great, varied, and rich as those 
of India But because Englishmen possess greater know- 
ledge and capacity to use the natural resources given them by 
nature, they have become very prosperous and rich Indians, on 
the other hand, can be rightly said to be a poor people in a rich 
land. 'The natural resources of India are vast and varied, but 
we have not shown ourselves worthy of our land Not only we 
do not rightly utilise our resources, but we handle them in such 
a way that they are impaired and so become less useful for 
future. We do not possess that enterprise, that "go” in us. which 
is so necessary in modern people Out resources are exploited 
by outsiders for no other reason than that v,e ourselves do not 
possess the knowledge and the capacity to exploit them. If like 
the English v,e become a first class people, then without vast 
natural resources we can become as rich and prosperous as the 
Americans to-day India can be compared as regards the vastness 
of her resources to America. Russia, and China The people of 
America are first among the first class people of the world. 
That is why they are the richest people on the face of the earth 
to-day The Russians after the revolution, have begun to stir 
themseh'es, and in a very short time, only after two five-year- 
plans, they have brought themselves in a line with other 
advanced countries of the industrial world The Chinese are 
disunited, and as unenterprising as the Indians That is why 
both the countries are being exploited by foreigners ; while those 
who have a right to call the country their Own, are kept at a safe 
distance The fault does not he so much with the exploiters as 
with those who, owing to their own lethargy and absence of 
enterprise, permit others to exploit them What is needed is 
only a grim determination to wake up and exploit in the best 
way the resources that nature has placed at our disposal 
NATURAL RESOURCES. 

Under this heading will be discussed in a brief general out- 
line the following kinds of resources («) Geographical (f'l Animal 
(r) Vegetable (d) Mineral and (c) Power. 

fh} Gc^rsphccs} reswtves. TiW term ‘ gcograpAicaf 
IS rather wide It includes the physical environment of the 
people, the form and the structure of the surface of the land, the 
climatic conditions which prevail upon it, and the place relations 
m which different regions stand to one another The physical 
structuic of the caitli aftccts the distribution oL soils and minerals ; 
climate vanes' with position and configuration ; \\ liilc vegetation 
IS determined by soil chaiacleiisUcs and climatic conditions The 
surface fcatuies of llic land always exercise an iiniKirt.int control 
; upon die economic life of man, for not only do they act indirectly 
through their iiillucncc upon climate and \ cgctation, but they 
determine the physical limits within which different types of 
economic activities are possible. There is a great difference, for 
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example, in the yields of highlands and lowlands In hilly tracts 
like Afghanistan and Nepal those products cannot be grown 
which can be grown in the Indo-Gangetic-plain. 

The character of the soil of any region is determined by that 
of Its rocks. As time passes, rocks begin to disintegrate on 
account of the constant action of air and water. This disinte- 
grated matter is carried off by water after a hca^y rainfall to 
great distances. The fertility or otherwise, therefore, of the 
various soils in a particular region is determined by the character 
and composition of their parent rocks. When the soil or sub- 
sod IS of a stony character the constructions of canals, the digging 
of wells, and sometimes even ordinary agricultural operations 
become impossible or very toilsome. Consequently, vast 
stretches of land have to be left unused only because of the stony 
character of the soil. Sometimes, however, as a redeeming 
feature tor this state of things, quarries begin to be worked in 
such aieas, and stone or road building material begins to be 
extracted Sometimes soil is ‘made* not by the action of 
water and air upon surrounding rocks but by volcanic action. 
In a gigantic eruption of this nature vast amount of subterranean 
mattei is thrown out in the form of lava which spreads far and 
wide and gives a particular character, colour, and composition to 
the soils and sub-soils of the surrounding region. The soils of 
the Decca'n Plateau, the geologists say. have been formed in this 
way That is why their colour is mostly black and the composi- 
tion bears resemblance to that associated with lava 

Rivers play a very important part in the economy of every 
country The presence or absence of these has an important 
influence on the economic condition of a country. They may be 
perennial or only seasonal If the former, they can*be depended 
upon and utilized for purposes of a permanent nature; but if 
they are only seasonal they cannot be of very great utility, as no 
work of a permanent nature can be started on their strength 
Not only navigation, but also irrigation depends largely on the 
presence of perennial rivers The course that a river takes in 
Its flow IS also not unimportant. If it passes mainly through hills 
and forests throughout the greater portion of its journey, it 
cannot be of very great utility to man Brahmaputra, tor ex- 
a.ropJe,- -flows mainly tbroi^ hjJls and forest.'v aod consegueotly 
IS not as beneficial to human interests as the Ganges which flows 
through plains Ever since the development of hydro-electricity, 
large perennial rivers have assumed very great importance 

In some countries there arc big waterfalls and numerous 
hill streams It they are favourably situated, they are utilized 
for generating electricty Niagara Falls m America, for example, 
which are visited for their scenic splendour by more than two 
imilion people every year, arc utdized, though to a small extent. / 
for this purpose About a million horse power is generated, 
though only a small quantity of water is allowed to be diverted 
foy this purpose. 
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The climate of a country depends upon its latitude, alti- 
tude. and Its proximity to the sea. It js affected by winds that 
blow periodically or all the year round, from land or sea. 
Whether a country is warm, hot or cold, depends upon its 
latitude— Its distance from the equator. It also depends upon 
Its altitude, the temperature becoming cooler at the rate of one 
degree for every three hundred feet of vertical ascent The 
amount and distribution of rainfall has also an important effect 
upon the climate and character of a region Two things are 
needed to make land fertile for agricultural purposes, heat and 
moisture. Given the composition of soil, its fertility depends 
upon these two factors. If there is only heat and no moisture, 
land assumes the form of a desert, as in Sind, Rajputana, Arabia 
etc. If there is only rain and no heat, land becomes swampy and 
marshy, and hence unsuitable for growing any crop. If. however, 
both heat and moisture arc well proportioned, the land develops 
high fertility. In waterless deserts, vegetation becomes luxuriant 
wherever water becomes available The oasis in a desert 
owes Its existence to water. 

(b) Animal resources. From the earliest dawn of human 
history man has exploited animal resources placed at his disposal 
by nature. The e.xploicaoon of animals may take two forms— (1) 
They may be exploited fot all that they can yield to man in 
services and material products, but their lives may be spared. 
(2) They may be exploited not only for their services and the 
material products they can yield while living, but their lives 
may not be spared and their flesh may also be consumed. Dogs, 
horses, camels, elephants, asses, donkeys, circus animals, and 
pet birds, are utilized by man for the services they yield him, 
but their lives are spared. Cattle, sheep and poultry are 
exploited not only for their milk, wool and eggs but also for beef, 
mutton and chicken soup Swine, deer, fish and other game 
birds and animals arc utihred by man only for the dainty dishes 
on his table. In short, the animal kingdom is as much at his 
mercy, as the vegetable and mineral kingdoms are at his disposal 
How he treats speechless animals, may be an unerring index of 
how a man is likely to treat weak and poor human beings if they 
ever fall within his power ! 

The iff jarimial life jvnd .\r>avdAv.inv. 

to supply man with a large proportion of his necessities and 
comforts, has materially aided human progress. Different 
animals have aided man to sustain himself in difficult circum- 
stances and surroundings. The horse and camel have helped 
him in surmounting the difficulties of a desert life The camel 
has been rightly called the ship of the desert. The donkey has 
helped him in mastering transport difficulties over hilly regions. 
Elephants have helped him in forests, while dogs every where. 
Where conditions have not been so difficult, man has established 
a number of important industries based upon different animals. 
The most important of these ate sheep, dairy and poultry farm- 
ing. but there are numerous t)th« industries which owe their 
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origin to animals, and whicli now provide means of subsistence 
to millions of people. Man has taken great pains to perfect 
special kinds of breeds of such animals for his specific purpose. 
His prosperity depends, to a large extent, upon the ability and 
wisdom with which he utilises these animals and their products, 
regulates their number, and maintains or improves their quality 
in the best manner suitable for his purpose. With steady 
increase in human population, there has been a progressive 
tendency towards the raising of animals for definite human 
needs, rather than depending on wild life. In recent years this 
trend has also included the breeding and raising of fur-bearing 
animals 

As a world resource, cattle exceed all other domestic animals 
in number and value, aggregating about §even hundred million 
head, according to a recent estimate. Under the term ‘live 
stock’ we include all bovine animals, whether kept for beef pro- 
duction, dairy purposes or as draught animals or beasts of burden 
In some countries, notably India, buffaloes are also included m 
cattle estimates Of the world total. Asia possesses about two- 
fiftb, Europe about one-fifth, with South America, North 
America, Africa and Oceania (Australia and Ncwzcaland) com- 
ing next in the order given 

Sheep are the next most numerous domesticated animals of 
economic importance. The world’s supply is estimated at more 
than six hundred million. Of this number Europe has neatly a 
third, Asia about a fifth, and Oceania slightly less than a fifth 
South America, North America and Africa follow next Swine, 
though much fewer in number than cither cattle or sheep, are 
noteworthy as a food resource owing to their fecundity and early 
maturity Thcit number throughout the world is estimated to 
he about two hundred and seventy million, of which Asia, Europe 
and North America respectively have the largest supply. The 
figures of other animals of less importance are neither available 
nor very much needed. 

As the population of the world is increasing steadily, and 
agricultural lands in most of the old countries, as also in some 
of the new ones, have begun to yield diminishing returns, much 
study has been given to the conservation of animal life in order 
that It may yield more meat and live stock products for the 
sustenance ot man Vetennary departments have begun to 
receive greater attention than they ever did before. Fish is 
another important animal resource The important fisheries of 
the world arc found mostly in the North Temperate Zone where 
conditions arc spctially favourable to fish life The herrings, 
of winch t) cTi are about j hundred and fifty species, represent 
the most iinin'rtaiu farniK of fishes It is 'dely distributed 
in fresh and salt water and contributes a grea vicld than any 
oth.'' tanuly It supplies the raw materia,., for the liigiily 
unpotlanl sardine iiulustty of Norway. France, Spain, Portugal 
and the United Statc-«, the extensive hernng curing industries of 
fjotthern Europe and North Amenca. and extensive fishmeal. 
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fertilizer and oil industries of Nprway. United States, Canada 
> and Japan. Cod-fishes are also very important for the oil that 
they yield. The annual catch of cod along the Atlantic coast ot 
North America exceeds one thousand million pounds in weight. 
The salmons are noted for their exceptional food properties 
The annual catch amounts to about one thousand million pounds 
a year. The fisheries are regarded as a most important source 
of food. Fish meal is also becoming important for feeding hogs, 
cattle and poultry. Fish fertilizer is generally recognized and 
widely used as a plant food. The demand for and use of fish 
oils for soap making etc., is increasing. About 60 million gallons of 
whale oil alone is now produced annually Shells of certain fishes 
are an important source of raw materials for the manufacture of 
buttons. About 3000 million buttons per year are manufactured 
out of the shells of these fishes in the Missisgipi valley region 
alone Artificial and natural pearls ate also derived from fishes. 

The annual world harvest of fish and fishery products 
amounts to not less than 30,000 million lbs with a value of about 
Rs. 300 crores. Among the leading nations of the world m the 
prosecution of fisheries arranged in the relative order of the 
magnitude of their fisheries are (1) Japan with a catch of about 
5700 million lbs. (2) United States with 3000 million lbs (3) 
England 1700 million lbs. (4) Norway 1450 million lbs i5» Russia 
1200 million lbs. l6) Canada 1100 million lbs. and (7) Spam 900 
million lbs. These seven countries produce about one half of 
the world's fishery harvest. Among other nations producing in 
excess of 500 million lbs annually are Scotland, Newfoundland, 
Germany, France and Portugal. ' 

(c) Vegetable resources. Vegetable resources form the most 
important category among the natuial resources of the ^orld. 
Not only man, but most of the animals who are not exclusively 
of a carnivorous type subsist on vegetation Most of the articles 
that one needs at the present day have their basis in the earth’s 
vegetation. The primitive man was not slow to recognise the 
utility of the plant, as it served him both for sustenance and 
:;protcction. The vegetation of the world may be divided into 
the following three great pl.ant types —{i} Forest type (n) Grass- 
land type and luO Desert type. 

(i) Forest type. The forests of the world cover an area ot 
about 22 million square miles We will be able to form an idea 
of the vastness of the forest resources of the world when we re 
member that the total area of India is only about 11 million square 
miles. Most of the forest area is valuable timber land The grass- 
land type of vegetation covers an area of about 13 million square 
miles of v.aluable gmzing land The desert type of vegetation 
covers an area of about 17 million square miles. It is used chiefly 
grazing land of low-carrying capacity but where water is 
Jpvailable It is also used for farming The world contains about 
26 million square miles of land suitable for grazing and about 25 
million square miles of land for producing cool and warm weather 
crops 
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Just at preseut, however, wc are concerned with natural 
vegetation alone. The forests play a very important part ii\ 
human economy. They supply man with timber of varying 
qualities and descriptions, suitable for his different needs 
wants It for building purposes Wood girders, doors and 
windows need timber of the budding type. Furniture require^ 
timber of a different description. Yet again for *purposes of fuej 
man requires large amount of timber of an entirely different type 
All these types are available in forests. 

The total quantity of wood grown m the world each year h 
roughly estimated at about 38,000 mdlvon cubic feet . while th^ 
present annual cut is estimated to be about 56,000 million cubic; 
feet. From this it will appear that the annual cut is not being 
replaced by the annual growth : but the amount of growth each 
year represents the growth of only a small part of the forest area. 
Vast areas of virgin forests must be left out of calculation, 
because in their present condition there is no net growth in them 
If all the forests of the world were placed in a growing condition, 
with only a moderate amount of management and protection 
against devastation they could produce annually at least 335,000 
million cubic feet of wood ' 

(u) Grassland type There are several types of grasses that 
grow naturally m different parts of the worlc) The vast areas 
of land surface covered by these grasses are utilised for various 
purposes It may be mentioned that these grasslands are not 
exclusively grass>yieldmg areas but are also interspersed by trees 
10 to 30 feet high, mostly of the type that yield rubber The 
high grass lands grow grasses 5 to 12 feet high and the larger 
animals like elephants and rhinos live there. From such lands 
ivory is obwined and rubber and oil are abo produced They 
are found in Africa. South Asia and South America. The tall 
grass lana’s ot'tiie tropical’ type arc very useiUras grazmg ibna's 
Here the temperature is tropical, rainfall is between 30 to 80 
inches and the height of the grass, is from 3 to 5 feet Such land^ 
are very suitable for the abodes of both primitive and civilised 
men The latter, after clearing the lands of the wild growth..^ 
utilise them fot agricultural purposes Such lands arc found in 
South America. Afnca, India and Australia 

The tall grass lands of temperate regions are purely grasslands 
without any trees scattered in between and are the richest lands 
n the world The temperature is lower and the annual rainfall 
is between 20 to 40 inches. The soil is unusually deep and rich 
These lands are at present the richest gram fields of the world 
They are found in the United States of America, Argentine, 
South Russia. Siberia. Rumania Hungary. South Afnca and 
Australia. It will be remembered that the countries mentioned 
above are the largest wheat producing countries in the world. 

Short grass lands arc those that yield grasses only a fev-'"' 
inches high They are used for the purpose of dairy farming and 
abo valuable for grazing. The mountain grassland occurs on 
the high mountains in the tropics. The climate is temperate 
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industry flourished at that period, as also the American. But 
;th the advent of steel-bottomed ships, the utility and impor- 
tance of wooden ships diminished to a large extent and they 
gradually disappeared from the scene 

The importance of coal as a source of power has diminished 
uiththe de\ elopment and use of hydro-electncity Again with 
the growing importance of air ships, both for commercial and 
military purposes, the importance of petroleum has very greatly 
increased- Countries that have large petroleum reserves, and 
are also otherwise well equipped, have a clear advantage over 
tho«e that have no petroleum- 

Coal, iron and petroleum are, therefore, the three most 
important minerals at the present day. They form the basis of 
industrial greatness of a region There are many other impor- 
tant minerals, especially those that are needed to construct 
aeroplanes, electric apparatus and many other useful or necessary 
things, but they do not compare in importance with the three 
mentioned abo\e 

(e) Power resources. Under this heading, wind, water, coal, 
petroleum and h3dro-electricity are generally discussed, Wind 
and water oower resources arc incapable of being discu'scd with 
any amount of definiteness- Coal and petroleum have been 
briefly touched above Something will now be said about hydro- 
electricity, generated from falling svater, and its importance 
among other natural power resources. 

We have to take into consideration both the developed and 
potential siater power of different parts of the world- The 
developed water power of the world according to the Geological 
survey made recently in the U- S A- was about 40 million horse 
power, while Its potential water power was 454 million horse 
tjowee. The tallowaa^ table ^ves detads- 

Dcveloped Potenial 


North America 

22 Million H 

P 65 

South America 

^ >, • 

54 

Europe 

15 .. . 

58 

Asia 

2 

69 

Afiica 


190 

Oceania 

i .. . 

16 


Million H- P. 


From the abo\e It IS clear that the potential w’ater power 
of North America Sourh America Europe and Asia is very 
nearly the «ame . that of Africa is greater than the combined 
power of any 3 areas , and that of Oceania is almost negligible- 
Africa possesses a high tableland where the amount of rainfall 
ts f dr'y regulnr and quite heavy. The streams flow regularly 
nml fall lath'T abruptly into the sea from this high tableland 
Tha' is why the potential water power of this continent is so 
•mrrer« . I' ihe annual ninfall, especially in Central, 

h n ail '' ttn parts of it. is low and irregularly 
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distributed. That is why the potential oower of. this big 
continent is not much more than that of America or Europe- 

Regarding India it may be said that ours is as yet mostly 
an unexplored country, esoecially as regards her natural 
resources. In th’e matter of water power resources, too, nothing 
can be said with any amount of defimrcness It was only in 
1918 that the Government of India appointed a Committee to 
determine the hydro-electric position of the country. This 
Committee arrived at certain conclusions and one of its members 
submitted a report It is unnecessary at this stage to go into 
the details of the recommendations of this Committee. This will' 
be done later on when India's position as regards her natural 
resources is specifically discussed. It will suffice here to mention 
that India bids fair to be one of the leading countries of the 
world in the matter of hydro-electric resources. The amount 
of power actually developed or in the process of development 
IS as yet very little, indeed, as coropare-d to the potential oower, 
on the one hand, and the country’s needs, on the other We 
arc. however, concerned only with the potential rather than 
with the working resources of the country m this respect With 
this point in view it may be said that about two million horse 
power is almost within sight without touching m the least the 
seven rivers in the Indus region, and numerous others m 
different parts of the country 



CHAPTER V 


LAND. 

Factors aSectingits proJactivity. In the previous chanter Ug 
discussed in general outlines the four factors of production. Ip 
this chapter a more detailed description will be given of the first 
factor namelv, Land, using the term m its narrow sense i e. 
distinguished from water- When it is used in its true economic 
sense, it will be made clear in the context, or the terra Natutg 
will be used as a synonym for Land 

The productivity of land, or the benefit that it confers unon 
Its user, is determined by several factors Let u- first take the 
case of agncultvjral land which is used for purposes of cultiv^, 
non. Clearly, in this case the first factor determining its pro. 
ductiveness IS itsigrtili^. There are some plots of land whin), 
yield a better crop tEan others, even though the same amouet^t 
of care and effort is bestowed upon both This greater yield jg 
due to the fact that the composition and texture of soil in opg 
plot IS different from that m the other A plot of land to hg 
fertile mu«t possess certain chemical and niechamcal prooertieg 
It should have firstly, those ingredients called salts which servg 
as food for plants. In certain plots such salts arc found fn larg^j. 
and better proportioned qiiantincs than in others When seed 
IS grown in such a plot, it begins to get its food readily frotj, 
these ingredients which noutish it and help its grow’th. Whep 
soil IS not naturally fertile. thit is to say, when it does ntj^ 
possess these salts and other ingredients, this deficiency is triej 
to Jie .made qo Ijv mixiqg in the soil those thiiigs which ar^ 
Known to possess such ingredients This is called manuring 
The natural deficiency is thus made up by artificial means 

Naturally fertile land-., too require such manures, thouglj 
not in the same .juantities and not very necessarily After 
crop has been raided from a plot of land, its ingredients natural Oj. , 
artificial, are largely used up in the process of the growth of th^ 
crop It IS therefore necessary to give back to the land thos^ 
ingredients which have been u'ed up in the process. Some cropg 
are more exhausting than others They use up larger amount 
of nourishing ingredi 'nts Every cultivator in India knows this 
Crops are therefore grow'n in.siich an order that what one cro^ 
has utilised in larger quantities, the succeeding crop may eithej. 
not require that particular ingredient so largely or, as is oftet^ 
the case, may leave it m even greater quantities than before 
through us roots That is why mixed crops arc raised The^ 
try to neutralise the effects upon the soil of the raising of a crop. 
The principle of the rotation of crops, and of growing mixecj 
crops IS very \^ell known to every fndian cultivator, althnugl^ . 
he may not be able to say definitely what naiticiilar salts ar^ 
consumed more by one crop and lefc ip the soil by another. 
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Water is absolutely essential for utilising these salt ingre- 
dients m the soil When they are dissolved m water, only then 
can the tender roots of plant suck up their food Even a slight 
moisture m the soil is enough for this purpose Unless di'ssolved 
in water, and so in a suitable form to be urihsed by the olant 
roots, these salts do not serve any useful puroose. That is why 
plants cannot grow without water. 

To enable water to reach the 'roots of plants, the texture of 
the soil should neither be very soft nor very hard If it is very 
soft, water will find too free a passage through it It a seed is 
placed in such a soil it will be difficult for it to draw its food as 
the water will pass by it quickly and reach the place where its 
further progress is retarded by a harder soil. A sandy soil when - 
examined by a microscooe shows a large number of cavities or 
open spaces, through which water passes freely- So the soil 
should not be very soft. 

But 1C should not be very hard either- If it is so. water will be 
lying only on its surface and will not be able to reach deep 
enough to help the plants to draw rheir food When it reaches 
there after a considerable difficulty, it shows a tendency to stay 
for a longer period than is really necessary If the roots of 
plants remain suriounded with water or immersed into it for 
long, they do not gain anything thereby, but only sutter, and the 
plants begin to pale and then die after some time So the soil 
should neither be too soft nor should it be too bard of te;xture. 
These are the mechanical properties of the soil In order to lec 
the plant roots take nourishment from the chemical ingredients, 
the texture of the soil should be such that water can perform its- 
duties at the right time and in the right manner 

Situation. Although fertility is a very important f.xctor of 
productivity of agricultural land, there is another factor which is 
caually, and in some cases even more, impo.tant than fertility. 
As long as crops were grown bv a culctvacor for his own con- 
sumption, or, say. for being sold in the village itself, the fertility 
of laud was the most important factor But since the develop- 
^ mem of the practice to sell crops outside the village, the factor 
^ of situation has assumed very great imoortance- Even when 
crops were raised tor purposes of home consumption or tor 
purposes of sale in the vilmge. the fields situated nearer the 
vivlkytf wmv'-pxT.vu’imji'tr rtW tdose iVmg'ac a: tdsraiicif owing'to 
the convenience they gave at the time of the moving of crops 
from the fields to the village But this factor became very 
important with the growth of commercial farming Lands lying 
close to a road, kuchha or pukka, leading to a grain mandi rose 
m value as compared to those lying away from such roads If a 
plot of land yielded, say, two maunds per acre more o£»a certain 
crop than did another plot, but if the cost of transportation 
from the first plot to the neatest market happened to be so 
^ much more that the advantage of fertility was more than 
neutralised, obviously the second olot of land yielding a little 
less but costing much less in transport would begin to be regard- 
ed as the more productive of the two. Tracts of land lying close "■ 
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to a Railway Station would begin to be regarded as highly oro- 
ductive, even though their natural fertility may not be as high 
as otVit:\s.TiDl^^)i'xvt>WTt>tSiy?>niaatcd. So-wn\itVie AEve\np- 

ment in the means of transDortation, and, consequently, with 
the development in commercial farming the situation of land has 
beconie a very important factor in its productivity. 

Improvements. Productivity of land is also affected a great 
deal by improvements carried out by an individual cultivator, a 
landlord or the State In England, for example, it is customary 
ioT the latiilord to provide all permanent imt*rDvements in Vns 
land, lil^e drainhge worhs, farm buildings, enclosures and the 
like. These improvements affect the productivity of land to an 
'enormous extent In India the zemindars and taluadars do not 
take this trouble The reason is simple In England agriculture 
iS an occupation which is not very popular In order, therefore, 
to attract people to take to this occupation and to stick to it, 
the landloids, who have so much at stake, try to give as many 
facilities to the farmer as possible In India on the other hand, 
agriculture is the only occupation ^hich is available to the Indian 
masses and so there ix a great demand for land for agricultural 
purposes Good, bad, or indifferent land, with or without any 
conveniences, is readily taken up and the zemindar docs not 
feel called upon to incur any extra expenditure for introducing 
improvements of a permanent nature- 

The cultivator being poor has no means to affect any but 
the most pressing improvements He is sometimes not in a 
position even CO provide such things to his soil which it sotely 
needs, and without which us productivity is considerably unpair- 
ed Enclosures affect the productivity of agricultural plots a 
grc'ic deal. When fileds remain open the amount of damage 
caused by cattle, pedestrians wild animals and poachers is enor- 
mous But the area of each field being small, and the means of 
• the cultivator even smaller, this crying need is also not safisfied. 

Manure, water, rotation of crops and skilful ploughing 
.aftect the productivity immensely. In India, rotation of crops 

very well known and understood and is universally practised. 
The vKill of the individual cu'tivator also does not leave much to 
be desired Hi> knowledge, however, of the science and art 
of agriculture especially of the former, has become a little out 
of date bur lie is picking up this knowledge very soon and it 
IS bored that at no distant date he will come on a level wnth 
cultivators m other lands As regards water the condition is 
not so sati'^factory He depends for water either on natural 
rainfall, which is an uncertain affair or on canal or well water. 

the ifiattcr of canal water be is not very happily placed 
Being illiterate he is easily lorded over by petty dignitaries of 
the canal department and very often does not get water at the 
tight time without much difficulty. Tube wells have also begun » 
to be constructed in certain areas served with hydro-elcctricity. 
Water is supplied to surrounding plots of land But it is yet 
too early to say anything regarding the utility or otherwise of 
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this supplementary source of irrigation, except that people have 
l^'begun to utilise this water with some advantage to their crops. 
The most satisfactory method of suppb >ng the much needed 
water to the land is by means of constructing pucca wells at a 
convenient place m the area to be served It docs not cost 
cultivator much to draw out watci from such a'\cll- He 
can depend upon his own labour and that of his nearest relati\es 
for this putno'e He has to keep two or more pairs of bullocks 
for other agricultural operations as well- They can be very 
well utilised for this purpo*^e Ir he has only a good, pucca u ell 
at his disposal, he will not have to depend iwon nature, or 
outside agencies for the supply of this most important com- 
modity m agriculture He can have water whenever he needs 
It. and will then in his greed not have more than he actually 
needs. When he has no well to depend upon but purchases 
water from canals, he is prone to fill up his fields with water to 
an extent that sometimes results in damage to his croo But he 
cannot help it. When after a good deal of waiting, he finds 
that It IS hs turn to take water, he feels hkc 5a>ing to hirascif 
'Now or never,' He knows that 'after the present opportunity 
IS gone, God knows when he may have another opportunity to 
irrigate his field ’ So he sometimes continues to fill it regard- 
less of the damage the excess of water may do to his crops Like 
a thirsty man. he loses, for the time being at lea«t, all sense of 
proportion 

This aspect of the question has attracted the attention of 
many careful observers and the best remedy so far suggested is 
providing facilities to individual peasant proprietors to have pucca 
wells of their own, and to induce cemmdars to construct wells 
m their lands for the use of cultivators and charge either 
enhanced tents or a moderate price of water if the zemindars 
prefer to construct electric tube well 

In the matter of manure the condition least satisfactory 
On account of his giindmg poverty, the Indian cultiv atoc does 
i,not find himself in a position to give to his fields the more costly 
itirms of manure , but he does not give even that quantity of 
farm yard manure which is actually available to him In the first 
place he cannot preserv’c the liquid farm yard manure iir urine 
of cattle, as he does not vciy much realise its importance, and 
also finds some difficulty in preserving it- As a matter of fact. 

has been established bv competent agricultural autliorities 
^hat the chemical value of liquid manure is almost equal to that 
of solid manure. It means that the unne a gi\ en number of cattle 
pass, say, m 24 hours, possesses as much manunal value as 
the amount of solid droppings of the same number of cattle 
u ^he same period. It is, therefore, bad economy to let 
^ ^is liquid manure go to w'aste It is not really difficult to 
Reserve it if a little trouble is taken every day. 

the question of liquid manure aside, we find that 
the Indian cultivator is not very careful as regards even the solid 

croppings of his cattle. The dung of cafle is uted as fuel, and 
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the land is deprned of its due. The general rule is that the 
land should be given back, as far as possiLIc, the major Dortioiiv 
of that which is extracted out of it, though m a changed form 
If this continues to be done, it will never lose its fertility, but 
may e\en gam it, if by proper treatment it is also enabled to 
attract a fair portion of its food from the air and water, assisted 
by heat and light 

Training the cultivators in the art of preservation of manure, 

IS very important and urgent The Government agencies are 
doing as much as is humanly possible to do. Non-official 
agencies have never given their attention in this direction. The 
method known as the Chinese comnost has been populan«ed to 
some extent by Government deoartments, but the villagers have 
not 3 ’et felt the urge from within Non-official agencies alone 
can succeed m creating this 

Physical Features of India. India is more a continent than a 
country. Its area is 234.4000 square miles It is thus about 
fourteen times the sire of Great Britain, and is almost equal to 
the whole of Europe minus Russia. Its population according to 
the census of 1941 was 38,83.00.000 or roughly about 39 crores 
It has a vast land frontier and the length of its coast line is about_ 
5,0C0 miles. The form of India is that of a great triangle, with" 
Its base resting upon the Himalayan edge, and its apex running 
far into the ocean It extends from the 8ch to the 37th degree 
of north latitude , that is to say, from the hottest region of the 
equator, to far wuhm the temperate rone It is shut off from 
the rest of Asia on the north by the Himalayas, and from the 
rest of the world by tropical ocean. 

It can be divided into three distinct and well defined regions. 

1 Himalayas. The first is the Himalayan region, compris- 
mg a system of stupendous ranges, the loftiest in the world. 

nrcihr iwnill; imiW. 

the north-ea'tern angle of this vast frontier Dihang river bursts 
through the mam axis of the range At the opposite or north- 
western angle the Indus, in like manner, pierces the Himalayas, 
and turns southwards on its course through the Punjab. ^ 

The Himalajas not only protect India on the north, but at 
both their eastern and western extremities send out langes to the 
south which protect its north eastern and north western frontiers. 

On the north east those offshoots form a barrier between the 
civilized districts of Assam and the wild triocs of Upper Burma. 

On the opposite of north western frontier the mountains run 
down the entire length of the Bntish boundaries from the 
Himalaya', to the 'ca There are ccitain openings however m 
this mountain wall which arc called passes J he numerous 
invasions of the country from the north have been through these 
passes 

2 The Indo Gangetic Plains The wide plains watered 
the Himalayan rivers, form the second oi the three regions of 
India They extend from the Bay of Bengal to the Arabian sea 
This va:t level tract, largest in the world, is watered ry three 
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distinct river systems. One of these sj^tems takes its rise in 
the hollow trough beyond the Himalayas, and issues through 
their western ranges upon the Punjab as the Sutle] and the Indus. 
The second of the three river systems also takes its rise beyond 
the double wall of the Himalayas, not very far from the sources 
of the Indus and the Sutlej, but it turns to the east instead of 
the west, enters India at the eastern extremity of the Himalayas 
and becomes the Brahmaputra. These rivers. (Sutlej, Indus and 
the Brahmaputra, collect the drainage of the northern slopes of 
the Himalayas and convey it by Jong and tortuous, although 
opposite, routes into India. The third river system of Northern 
India receives the drainage of the southern scopes and eventually 
unites into the mighty stream of the Ganges. 

3. The Deccan Table-land. The third division of India 
comprises the three sided table-land which covers the southern, 
or, more strictly, the peninsular portion of India. This tract 
comprises the Central Provinces and Berar, the provinces of 
Madras and Bombay and also Hyderabad and Mysore— besides 
other small states. Its northern side rests on the Vindhya 
mountains The flanks of this table-land are guarded by Mt. Abu 
on the extreme west and Mt. Paras Nath on the extreme east. 
The other two sides of the elevated southern triangle are known 
as the Eastern and Western Ghats. These start southwards 
from the exttemites of the Vindhya system, and run along the 
eastern and western coasts of India The Western Ghats form 
the great sea wall of the province of Bombay This inner 
triangular plateau is one thousand to three thousand feet above 
the level of the sea. 

Of the three regions of India surveyed above, the first or 
the Himalayan, Ues for the most part beyond the Indian frontier, 
but Its economic importance to the country which we are now 
going to discuss IS incalculable. The second region has taken a 
great part in the shaping of civilization and political destinies of 
the whole Indian peninsula The third region, or the triangular 
table-land in the south, differs markedly in its population, 
languages, and traditions from either of the other two divisions. 

Origin of the three main regions. It may be of some 
interest to know what G.coh^ists .say nf the ihr^e .mian 
mentioned above. In the opinion of the geologists, the Deccan 
plateau was once the only part of present day India and so 
It is its oldest part Then certain eruptions began to take 
place ID the Deccan area, which were more of a terrestrial 
nature through fissures than of a volcanic origin These 
eruptions lasted for a long time and the lava that was emitted 
was so vast in quantity that it covered an area of about two 
hundred thousand sq miles to a depth of thousands ot feet. 
^The plateau was thus covered by a thick dust of a blackish colour 
of very great depth This accounts, it is said, for the existence 
of black cotton soil near Central Provinces, Berar and Bombay 
and its^ peculiar properties of absorbing and retaining moisture to 
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a remarkable degree. On all sides of this delta the sea opto 
the Tibetan plateau. 

Then there ensued a terrible upheaval in nature, the like of 
which had never appeared before, and is not likely to appear in the 
future. There was a great convulsion and immense commotion 
in the interior portion of the earth, and the Himalayas came out 
as if by magic from the bottom of the sea. With this terrible 
mass of solid stones rising above the surface of water, the waters 
of the sea that flowed where the Himalayas had now emerged, 
were thrown to the right and the left. Thus came into existence 
the second portion of what is now called India, namely, the 
mighty Himalayas In between the Deccan plateau, with its lava- 
covered deep surface, and the high and mighty Himalayas, the 
sea still flowed in all its majesty 

But the wind and the water were not idle, and they began to 
do their work By the action of both, huge portions of the 
newly evolved rocks got disintegrated, and in the course of their 
fall and descent were broken, grounded and powdered This 
huge material continued to be deposited at the bottom of the 
sea still flowing between them, as yet the only portions of India. 
In the course of time, with the increase in the quantity of these 
solid deposits in the bottom of the sea. its waters began to grow 
shallow With a further Mapse of time the sea began to dry up, 
and ultimately actually dried up. leaving behind it the Indo- 
Gangetic plain, which is composed accordingly of immense layers 
of alluvial deposits. This is how the geologists explain the com- 
ing into existence of the three mam regions into which our 
country is now divided. 

Something may now be said about the economic importance 
of these three regions The Himalaya, or the northern moun- 
tainous region, is our guardian angel. The amount of rainfall 
that we get, especially that which affects the Indo-Gangetic plain, 
IS because of the action of these mountains. When the water- 
laden winds strike against the high walls of the Himalayas, they 
are raised higher and higher up, till the water condenses and falls 
down in the form of rain. These winds are also deflected in 
different directions by these ranges and the rainfall is thus distri- 
buted far and wide. If the Himalayas were not where they are 
at present, the monsoons would pass beyond the Indian frontier 
and reach Tibet or any other portion without giving us any ram 
whatsoever' What India has gained in this respect, Tibet has 
lost. 

The Himalayas arc the source of .the most important river 
systems of India As already pointed out, the Indo-Gangetic 
plain has been cri^ated out of the flesh and bones, so to say, of 
the Himalayas Not only docs it owe its being to this grand 
range, but it also owes its continued prosperity to the same 
source The great plain is stiU irrigatad by those sj stems of 
rivers which nse m the Himalayas and are fed by the snow that 
collects at their tops 
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The vast area of forests, the beautiful valleys with all their 
romance, the immense potentialities of water power and mineral 
resources, are the additional gifts which the Himalayas have 
conferred upon the country. Besides these material advantages, 
there are many non-material aspects of great importance of this 
region. From the dawn of Indian History this region has been 
the abode of the most learned and the best people in the land, 
The bewitching scenery, unique in its grandeur and sublimity, 
attracted millions of people m hoary times and attracts an equal, 
even increasing, number every year at present. 

The Indo-Gangetic plain is the mainstay of the majority of 
the Indian people. The richest and the most populous portion 
of the country lies witbm this plain. All kinds of economic 
activities are possible here, as it is rich *m all those resources 
which are necessary for starting economic production. On 
account of its uniform nature, irrigation, navigation, toad and 
railway construction, are all possible. 

The Deccan Plateau is not so full of potentialities as the 
Himalayan region, and is not so rich as the Indo-Gangetic plain. 
As a matter of fact, the soil on the whole, is not as rich as that 
of the Indo-Gangetic plain, and in certain parts is definitely poor 
The black cotton soil, however, is rich enough, and very large 
quantity of cotton is grown m Central Provinces, Berar and 
parts of Bombay Province where this Mack soil is found. 

The Western Ghats have proved to be a blessing to the 
surrounding country They check the monsoons rising from the 
sea and coming towards the land, and the amount of rainfall is 
very heavy on the western coast of the peninsula Large catch- 
ment areas have been constructed, where ram water is stored up, 
and m the process of falling is made to generate hydro-eleotriaty 
which IS utilised for various purposes by the surrounding indus- 
trial and agricultural tcrntorics. The potentiality of the 
Western Ghats in the matter of generating hydro-electric power 
IS considered to be very great, indeed. The Tatas have already 
invested several crores of rupees m the erection of modern 
hydro-electric works. It is surmised that the Western Ghats 
will prove to be one of the richest sources of hydro-electric 
energy m India, 

Indian Monsoon. There are twrt sti jtiAas/viD rxLVjtoJT- 

which give rainfall to the country during the course of the year, 
the north-cast monsoon and the south-west monsoon. Cor- 
responding to these monsoons, the year may also be divided 
into two great divisions, the dry season and the rainy season 
The period of the year when the dry season is said to prevail 
corresponds with the period of the north east monsoon, while 
that which is called the rainy season corresponds with the period 
of the south-west monsoon 

The south-west monsoon currents usually set in during the 
first fortnight of June They first strike the Bombay and Bengal 
coasts. Though they linger on their way up country, and give 
more or less general tain in every part of India during the next 
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three months, the distribution of rainfall is very uneven. It is 
enormous in the Khasi hills in Assam, where it is sometimes 500 
inches a year ! The western part of Deccan, together with the 
Mysore table-land and the Carnatii:, are left almost dry. The 
Bengal monsoon also leaves the Coromandal coast and the Car" 
natic with only an occasional shower, and takes a larger volume 
of water inland, giving abundant rain to Assam and Cachar 
September, the force of the South West monsoon begins rapidly 
to decline, and in Its wake springs up a gentle, steady north ea^t 
wind which gradually extends over the Bay of Bengal andJS 
known as the north-east monsoon. This current lasts from th® 
middle of December to the middle of Match, and gives the much 
needed winter rams which are not heavy. The south-wes't 
monsoon, however, is much more important than the noith-ea^t 
one, as it gives copious rains to the whole country and helps th® 
growth not only of the standing crop of the season, but alsO 
leaves moisture in the land fairly adequate for sowing the seed 
the winter crops. 

Indian Soils . Soil is the surface layer of earth on which 
the land plants grow. It is derived from, and is theiefoi’® 
made of, the same constituents as the rocks ; but it has bee^ 
subjected to the action of air and water which alter and remov® 
some of the original components, so that the proportions 
of the various substance? m <he soil ate not always the sam® 
as in the parent rock. The mineral particles constitute th® 
basis or foundation of the soil, but not the whole of li- 
In any region, whose rainfall and temperature conditions ar® 
favourable, vegetation rapidly springs up, obtaining its minert^ 
ingredient and its nitrogen matter from the carbon-dioxide d* 
the air, using for this purpose the energy of sunlight; and 
when they die and dead remains fall back on the soil, ther® 
IS introduced a new group of constituents. These two coni" 
ponents, therefore (1) mineral substances derived from th® 
rock (2) the organic substances derived from previous generations 
of plants, constitute soil 

Indian soils have been differently classified by different 
authors, but the most common characteristics are amply 
brought out in the following classification. There are mainly 
three types of soils (1) Alluvial (2) Deccan Trap (3) Crystalline' 

(1) The Alluvial soils. These kinds of soils are the most 
extensive and most important from the point of view of agricul' 
ture. They have ibeen formed, as mentioned previously in 
different connection, by the action of wind and water upon th® 
Himalayas. They extend over the greater portion of Sind* 
Rajputana. the Punjab, the United Provinces, Bengal, som® 
districts of Madras, extensive tracts in Assam, and the eastern 
and western coast strips of the Deccah Peninsula. These soilsi 
though chemically rich, are generally deficient m Nitrates- 
Cattle droppings and night sods are rich in Nitrates, that is why 
they are so much used as manure by cultivators'who have to dea* 
with alluvial sods. With a well distributed rainfall it is possibl® 
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to grow a large variety of Kharif and Rabi crops. These soils 
are- a combination in different proportions of sand and clay. If 
the proportion of sand is larger, the soil is called a sandy loam ; 
if clay IS found iii larger proportion, the soil is designated a 
clayey loam, 

(2) The Deccan Trap soils. These kinds of soils extend over 
the whole of the Deccan, and the greater portion of Bombay. 
Berar, Western part of the Central Provinces and Hyderabad 
It is here that we find the true Black Cotton soils which ate 
so valuable for growing cotton. It is called black because of its 
colour It IS extremely rich in chemical properties and is highly 
retentive of moisture. The colour, it is surmised, is associated 
with the origin of these sods which is considered to be the lava, 
thrown out either by volcanic action or through fissures due to 
internal commotion. 

(3) Crystalline soils. They occupy the whole of the peninsula 
outside the areas of the Deccan trap These soils lack in chemi* 
cal ingredients and are deficient m nitrates and phosphoric acid, 
but their productivity vanes considerably. Rice grows abun- 
dantly when these soils are well irrigated by canals Under a 
well system also, great varieties of crops can be raised on these 
soils. The reddish brown or yellow red sods of this type found 
in Belgaum, Dhatwar etc ate specially suited to the cultivation 
of fruit-trees, particularly mangoes. 

There is, however, one characteristic which is common to 
all kinds of sods in India, namely, their dryness Because of this, 
irrigation becomes a great necessity It may be pointed out that 
the characteristic feature of all English soils is wetness, and so 
the main problem there is of drainage. 

Soil erosion The process of the removal of upper portions 
of the earth’s crust by natural agencies, of which the most impor- 
tant is water, is called soil erosion The land surface is generally 
subjected to a continuous process of erosion by the action of 
ram, floods, melting snow, frost etc The result is that the 
sediment is carried by streams and by the flowing ram water to 
the sea. This portion of the earth should be considered to have 
been altogether lost. Sometimes, certain important ingredients 
of the sod which contribute to its fertility, are washed away in 
this tasnner la eittise C 0 ua(nes aad tracts vrhccc ram/aff rs 
heavy, the loss by erosion is very great. India being such a 
country there is a great loss of this nature every year. In 
different parts of the country, especially in Bundhelkhand and 
certain native states, deep ravines have been formed by the 
action of ram water and on account of the changing courses of 
rivers The Jumna has caused a great loss of this nature to areas 
on both sides of It. On a Icvd p^m with very little slope, this 
loss is inappreciable On such level tracts water does not flow 
with great force and so cannot carry the earth particles along 
with It ; but where the slope is more pronounced, soil erosion 
becomes considerable. In peninsular India, for example, the 
slope IS more pronounced from west to east, and consequently 
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the loss by erosion Js great. It also depends upon the nature of 
the soil. If the soil is soft and easdy soluble in water, the loss 
wiYi be Ireatcr tban when »t is bard and not easdy s6\u\dc. 

On the whole, we find that India has to sufiFer a great loss 
from soil erosion every year. Something, therefore, is urgently 
called for to minimise, if not altogether stop, this continuous 
damage. One remedy is to plant forests in tho'se regions where 
the slope is more pronounced Trees arrest the rapid flow of 
water and reduce its force. They also absorb through their roots, 
and fallen leaves, a large amount of such water, Tmbanhments 
which are generally constructed in European countries to meet a 
situation like this, seem to be a very costly remedy for a poor 
country like India. However, by raising earthen mounds, facing 
the slope, individual cultivators can protect their fields from the 
damage caused hy rapidly flowing water. The problem calls for 
careful and serious consideration. 



CHAPTER VI. 


PRODUCTS OF INDIAN LAND 

AgticuUural products and their distribution. Agriculture is the 
most important industry of India. About 90% of the people 
depend directly or indirectly . upon it. There are about six 
hundred thousand villages m the whole country and so India can 
rightly be called a country of villages. 

The important products of Indian agriculture may be 
classified into (1) Foods, like rice and wheat (2) Fibres, like 
jute and cotton (3) Oilseeds (4) Drugs and Beverages, such 
as tobacco and tea. 


1. FOODS 

Rice. It IS one of the staple and most extensively grown 
crops of India'floutishmg in lowlying tracts of tropical regions 
with plenty of rainfall. It is grown mostly m Bengal, Behar, 
Orissa and Madras. The varieties cultivated arc numerous, the 
total area under cultivation being more than 72 million acres 
More than 35% of the total area under cultivation m the country 
18 under rice alone The yield of the crop, however, is much less 
m India than in Japan and other countries. Improved varieties 
of rice are being introduced and it is expected that very soon the 
yield will increase by about two or three maunds per acre. 
The area under improved varieties is now about 5 million acres 
and various schemes in all principal nee growing provinces are in 
progress The Imperial Council of Agricultural Research is 
financing all such schemes. India consumes more rice than she 
produces The balance used to be provided by Burma before 
the present War, About 1| million tons of rice was also 
imported from Thailand and French Indo-China in the pre-war 
year. 

Wheat. Wheat is the second most important crop of India. 
It IS a winter crop and can be raised advantageously in provinces 
which have a temperate climate, that is to say, dry atmosphere, 
moderate rainfall and a cool temperature. Canal irrigation has 
made it possible for large areas of land to be brought under 
wheat cultivation. India is now third in point of acreage, Russia 
being first, and America second, Pusa wheat gives a better 
yield, and it is now becoming popular It is consumed by a very 
small percentage of population in India The upper India wheat 
is generally consumed in the country, while wheat grown in 
other parts is exported, if there is a surplus. 

The Indian yield per acre is much less than that of some of 
important wheat producing ccurtries of the world Wheat 
13 exported only when harvests in India are good, and the price 
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in the world market is such that it is profitable to export it at 
that price It is the opinion of experts that it is not so paying to 
grow wheat m India as some other crops. The Indian cultivator 
IS a very bad accountant, and cannot form a correct estimate of 
his expenses of production. In the United Provinces, especially, 
it IS not at all paying to grow wheat in most of the areas where it 
is now grown. Sugarcane, on the other hand, is a crop which, 
inspite of the recent vicissitudes in its price, can still pay the 
cultivator his expenses of production and leave him a fair margin 
of profit. 

Sugar Cane. India, the original home of sugar-cane, 
was until recently a large importer of sugar, but during the 
last few years, It has again become one of the most important 
sugar cane growing countries in the* world. The area under 
sugar cane cultivation is larger than in any other country of the 
world, but Its average yield is still very low. The area under 
cultivation was about 4 ] million acres in 1940-41. 

2. HBRE5. 

Cotton The most important crop coming under the category 
is cotton The black cotton soil is very suitable for its growth 
and the province of Bombay, therefore, leads in its production. 
Half the total area under cotton is confined to Bombay and 
Berar, and the other half to the rest of India, including United 
Provinces, Central Provinces. Punjab. Madras, Bengal and Assam, 
As usual, the yield of cotton per acre m India is ridiculously 
small as compared to that in the United States of America and 
Egypt. In America it is 200 lbs. per acre ; m Egypt 450 lbs while 
in India It IS only 85 lbs' Before the War about 45 percent, 
of the whole crop was retained in the country while about 55 
per cent, was exported, Japan being our best customer. 

There arc numerous varieties of cotton but they can be 
mainly classified under two, namely, long staple and short staple. 
The long staple is of a slightly yellowish colour and can yield 
long fibre of very fine quality High counts of yarn, out of 
which very fine goods are woven, can be spun out of long 
stapled cotton only Short stapled cotton cannot be used 'for- 
the production of fine counts and goods of high quality. India 
grows mostly the short stapled variety. There are several 
reasons for this. 

In the first place the short stapled variety matures in about 
five months time and can stand the vagaries of weather much 
better than can the long stapled variety, which is more delicate 
and takes about eight to ten months to grow The demand for 
the short stapled variety i*?. moreover, very great and continuous 
Being very white in colour It is demanded for mixing with wool 
This accounts tor its demand m Europe It is demanded m 
Japan for use as raw material in the production of cotton goods 
For' these reasons it is more profitable to grow the short stapled 
variety than the other one It is regrettable to find that those 
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Indian Mills which produce cotton goods of very fine quality 
have to import yarn or sometimes cotton from outside. There is 
also a great amount of difficulty experienced in selecting the 
proper seed for the long stapled variety and acclimatising it to 
Indian conditions The Indian Agricultural Department, however, 
IS doing as much as it can. As a matter of fact there does not 
seem to be any justification m our first exporting large quantities 
of cotton to Japan or to England and then importing vast quan- 
tities of cotton goods from both. The English cotton industry is 
specialized m the production oTgoods of higher counts for which 
long stapled cotton is required. The Japanese industry, like the 
Indian, is specialized in the production of goods of low counts, 
and so requires short stapled cotton of the kind we grow. The 
best thing would be to keep the cotton we grow m our own 
country. When we can supply, unaided, the total demand for 
cotton cloth in the country, and still there is an exportable 
surplus of cotton, it may be exported to any country which gives 
us the best price. 

The Central India Cotton Committee is trying its best to 
popularize the growing of long stapled cotton and discourage the 
malpractice of adulteration. In both respects it is meeting with 
fair success. Long stapled cotton of the finest variety used to be 
grown m India in very early tiroes. The famous Dacca muslins 
and the finest quality of other cotton goods used to be made out 
of this cotton. With the decline in the hand loom weaving 
industry, the demand for this type of cotton began to fall, and 
in course of time its cultivation practically ceased altogether. 
Also on account of the. ginning of cotton m mills instead of in 
hand gins, the seeds of the good, bad and indifferent varieties, 
got mixed up together, and it became difficult to get pure seed of 
the best quality, except with very great difficulty. The Punjab 
American, a long stapled variety, is giving good results. Other 
varieties, both medium and long, are also being tried. 

Jute. The fibre, next m importance to cotton, is jute The 
lower course of the Ganges is considered to be the most impor- 
tant jute growing centre in the world But the area under jute 
in Assam is also rapidly extending Jute is a highly exhausting 
crop. Even the most fertile plots tend to be deprived of tbeir 
mineral ingredients after this crop has been raised once. This 
is why It IS grown mainly in those low lying tracts which arc 
ovetflooded by water as soon as the crop is reaped. The 
exhausted soil thus recuperates itself rapidly, owing to the rilt 
that IS washed down to the area by water Attempts are being 
made in other provinces to discover and develop a variety of 
jute which may be successfully grown in a dry climate But 
these attempts have not yet met with any appreciable success 
India is-the largest jute expottmg country in the world. It 
has practically a monopoly m its production and a very large 
quantity is exported to foreign countries C3n account of shipp- 
ing difficulties during the war the growing and manutacture of 
jute has had to he restricted and exports have fallen a great deal. 
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But even so, ]ute industry has reaped a rich harvest in promts 
due to war conditions India has supplied vast quantities 
gunny bags to the Allies m all theatres of war at very high prices.^ 
Russia has proved a very good customer. 

Silt Mysore alone produces two-thirds cf silk grown in tf^e 
country. The silk and silk-worm are ‘not indigenous to India. 
They were brought to the country by Chinese visitors The 
chief areas of mulberry silt production are Murshidabad in 
•Bengal," Dehradun and Pratapgarh in the United Provinces, and 
a few districts in' the Punjab,* and of course Kashmere. It 
exported mostly in the raw state Unless it is taken up earnestly 
as a subsidiary occupation by out agriculturists, silk rearing 
industry cannot stand the competition of Japan and China, on the 
one hand, and^of the artifiaal silk producing countries like 
England, France and Italy, on the other. 

3. OILSEEDS. 

The oilseeds production of India, is very important froin 
the commercial point of view, but their export does mote 
harm than good to our agricultural and industrial economy ' 
The varieties of seeds that are grown are linseed, sesamum ett. . 
About 8 per cent. (16 million acres) of the total cultivated area 
IS under oilseeds. The export trade totals about Rs. 25crores 

As mentioned previously, it is the view of agricultural experts 
that in order to maintain intact the fertility of the soil it is 
necessary to give back to it as much as possible of what is taken 
out of It, though, of course, in changed forms For this reason 
the use of cattle droppings as fuel was pronounced injurious, as 
It deprived the land of its rightful share in its 6wn yield Th^ 
same can be said with greater force in' the case of the expiort oj 
oilseeds. When they are exported to foreign countries, Indian 
land 13 deprived of the oil-cake which could have been utihsecj. 
either as cattle food or as land fertiliser. In return we import 
different kinds of oils or articles in which oil is used as an impor. 
tant ingredient This state of things is certainly not desirable 
In such cases long period view should be taken and the. export/ 
of oil seeds should not be permitted from India in the interest^ 
of our land, out cattle and the country as a whole. 

4. DRUGS AND BEVERAGES. 

• Tobacco. The Portuguese, perhaps, first introduced th& 
plant into India It is indigenous to America where Columbus 
was the first to discover it It is chiefly grown m Madras, 
Bengal and to some extent m the United Provinces It is used 
in the production of Indian variety of semi-solid tobacco, use4 
m Indian pipe smoking It can also be used for making cigarettes 
and cigars Although India imports quite a large quantity of 
cigarettes ar'd cigars, it exports tobacco worth more than a crore 
of rupees, especially to the United Kindgom. Although hd\ 
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industry has perhaps come to stay, especially in Bengal, no 
serious attempt has yet been made to manufacture cigarettes of 
a really good quality to displace the* imported ones. In the last 
Budget of the Government of India (1943-44) there is a proposal 
to tax tobacco. How it will effect its growers will be watched 
with interest. 

Tea Atout two thirds of arc 4 under tea is in Assam. The 
other areas being Darjeeling ip, Bengal, Nilgiris in Madras; 
Kangra in the Punjab. Dehradun in the United Provinces and 
the states of Trav^ncore and Cochin. The exports are valued 
at more than Rs ^ to 25 ctorcs per annum, of which about 85 
per cent, are sent to Great Britain. Tea is a plant that requires 
very trequent showers of rainfall and yet its roots cannot stand 
water for long It is for this reason that the plant is grown 
along the slopes of high level grounds in places where rainfall is 
frequent. That is why Assam, which eminently meets the 
requirements mentioned above, is by far the most important 
area of tea production There cannot be any objection for the 
export of tea. provided the condition of labourers working m 
tea plantations is not allowed to remain as it is at present. The 
tea habit is growing fast in the country and it seems to have 
come to stay. The future of te.Y industry is therefore very bright. 
There is a growing demand for Indian tea abroad and a steadily 
increasing demand at home. 

Minerals and their Distribution. The mineral wealth of a 
country is a gift of nature given to people residing in that par- 
ticular country. This gift differs from other gifts of nature. 
Ait and water are unlimited m quantity, and so nobody cares to 
economise in them as they are so abundant that they can 
continue to satisfy the demands of people without showing 
any signs of diminution. Land, though limited m quantity, has 
certain characteristics peculiar to' itself, which make certain pro- 
perties of It indestructible and certain other properties replace- 
able, after some period of rest is granted to it. But the mineral 
wealth is not replaceable at all It takes thousands of years, 
"perhaps millions, for ‘ ordinary particles of earth to be converted 
into coal or iron. or other mineral substances under a definite 
temperature and pressure The mineral resources, tber^ore, 
when exhausted, can never be replaced. They are exhaustible. 
Air and water may be used even thoughtlessly. Land needs 
only a little care, and with this bestowed upon it, can last almost 
for an unlimited period. Not so. however, with the mineral 
wealth of a country. When it is once exhausted, either by 
careless use or by criminal neglect, it cannot be acquired again 
at any price whatsoever. Unreasonable waste of it. therefore, 
IS to be avoided at all costs. It should be treated as one’s capital, 
or as the life blood of a nation. 

Xs This country, however, exports most of its minerals in a raw 
state. The mining and metallurgical works have been started 
and are tun mostly by foreign capital and by foreign capitalists. 
Such people cannot have any regard for the future of a country 
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which lies open before them for exploitation. They are guided 
only by their own selfish interests, as the country does not 
belong to them They cannot feel any pang in their heart when 
they export India’s mineral wealth outside the country for their 
own profit, and for the profit of those where this wealth in a 
raw state is converted into finished articles of utility. No doubt, 
the State receives something in the form of royalty, which is, 
however, only a very small fraction. The labourers who are 
engaged in working in the mines also get wages with which they 
somehow manage to support themselves But the main profit 
goes either m the pockets of those who work these mines, or is 
reaped by those who utilise them for some purpose This is a 
great waste of the country’s exhaustible non-replaceable wealth 
and so from the country’s point of view, inexcusable. While a 
tree once cut down can grow m five, ten, twenty or even fifty 
years according to the nature and the age of the tree, minerals, 
once taken out of the land, cannot be replaced even after 
thousands of year l' It is. therefore, the duty of the government 
to see that this exhaustible natural resource; is not allowed to 
be utilised light heartcdly for purposes which do not bring any 
appreciable gain to the country at large 

1. Coal About 83 per cent, of the coal comes from Bengal, 
Behar and Orissa->Gonawana coal fields. It is found in other 
parts of India also, but m such small quantities that the deposits 
are of little value It is very unevenly distributed, and so has 
not been able to give as much benefit to Indian industry as it 
otherwise could have given. India is a country of vast distances, 
and it is very difficult for a heavy and bulky article like coal to 
be transported from one part of the country to another. The 
result is that while coal at the pit’s mouth is about rupees four 
a ton, Its cost becomes near about Rs 14 per ton before it 
reaches Bombay by rail and steamer It is for this reason that 
Bengal coal has not been able to benefit Bombay cotton industry 
to any great extent Bombay mills have often imported coal 
from South Africa and have now begun to utilise Hydro-electric 
power generated by the Tatas The total Output was in the 
vicinity of twenty million tons The railways used to consume 
about 33 per cent before the war. but during the last two years 
it has been about thirty million tons due to its great importance 
for war purposes but their consumption has fallen a great deal 
recently. 

Indian coal is inferior in quality as compared to Bntish coal. 
The latter is 21 times as effiaent as the former. England has 
benefited much more by coal mming than India. In England 
coal and iron mines ate found side by side and industrial towns 
and cities have sprung up in close proximity to them. Even if 
the industrial centres are at some distance from the mines, coal 
can be supplied to them by canals of which there is a great net \ 
work. 

Iron. Next to coal the most important mineral is iron. The 
best iron ore is found in Madras and Hyderabad. But on account 
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of the absence of coal near about the iron deposits, it cannot be 
worked on a commercial scale. Iron ore in very small deposits 
is found at numerous places in India Before the introduction 
of foreign iron and steel goods, local blacksmiths used to get ore 
from local deposits and tftalce all kinds of iron and steel imple- 
ments and tools out of it. High quality Indian swords and other 
weapons of war were all made by local artisans out of indigenous 
methods But these deposits are now practically useless, as they 
cannot he worked on account of their smallness by modern 
methods; while the application of the old indigenous methods 
by Indian artisans, though it would highly increase the durability 
and improve the quahty of the article so made, would also make 
Its price very high 

Iron IS now worked mainly in the Sing Bhum region of Orrisa. 
The principal companies which work these ores arc Tata Iron 
aiid Steel Company, Indian Iron and Steel Company and the 
Bengal Iron and Steel Company. Out of about 3 million tons of 
iron produced in India in 1938 about 70 per cent was purchased 
by Japan. According to the reports of the geological department. 
It is surmised that the Orissa region can supply not only the 
needs of India, but those of the Eastern markets also If this 
surmise is correct and if the potential sources of iron are as they 
are reported to be, and arc only second to those of the United 
States of America, then there may not be any great harm m 
exporting pig iron to Japan or to other countries But if that be 
not so, the exports of pig-iron to Japan and other countries cannot 
be looked upon with satisfaction 

Petroleum. Even when Burma was counted a part of India, 
the couitry was not at all rich in the production of petroleum, 
the production being about "07 per cent, of the total production 
of the world Now that Burma has been separated from India, 
the country ceases altogether to be in the list of petrol producing 
countries Thjgre arc two provinces m India, Assam ai d the 
Punjab, which' produced about 30 and 12 million gallons respec- 
. lively, which is practically nothing as compared to the production 
V of other countries 

Other nunerals Apart from these there are many other 
minerals which are worked in India Salt is obtained from 
the salt range and Kohat mines in the Punjab. Mica is 
exported to America, England ard Germany. Jt is used 
in the electrical industry, in mreless telegraphy, and for many 
other purposes Manganese, which is very useful for the pro- 
duction of steel, r a very impoitant mmeral in Ii dia’s possession 
But this ore is also exported to foreign countries and steel is 
imported irstead. 

The following table will give an idea, however rough, ot the 
position of various piovinces of India, as regards the production 
of minerals. 

Assam .. Coal, Petroleum, Lime Stone. 

(Bengal ... Coal, Iron. 
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Behar and Orissa 
Bombay 

^ C. P- and Berar 
■ Hyderabad 
Kashmere 
Madras 
Mysore 
Punjab 

U. P. 


Coal, Iron and Mica. 

Manganese. 

Manganese, Coal, Marble, Stone. ‘ 
Coal, Gold. 

Bauxite. Coal, Zinc, Copper, Lead. 
Manganese. 

Gold, Iron, Manganese. 

Rock salt. Lime Stone, Coal, Iron 
and Copper. 

Coal, Iron, Copper, Zinc, Lime 
Stone. 


The above description shows merely the distribution of 
minerals as between -different provinces of India. It does not 
mean that these are actually worked in all these places on 
modern lines. U. P. and the Pun^b, and also Kashmere, are 
places where there is no mining industry worth the name. The 
operations there are only on asmall scale, and on old lines. Burma 
was the most important province of India in the matter of 
mineral resources After its separation, India's position in this 
respect has greatly suffered. India is now poorer to the extent of 
36 per cent, of the total value of minerals mined in the country. 

Forests. The importance of forests in the economy of a 
country is very great. Their area in any region 15 determined 
by the amount of rainfall, the altitude and the nature of the 
soil. In regions where the amount of rainfall is heavy— and 
that IS generally the case in places of high altitude— the growth 
of forests tends to be large The nature of the soil has also a 
great effect. If it is chemically very fertile, and its mechanical 
texture IS sucA that it can Aofa fast the widefy expanding roots 
of big trees, the forests will grow m abundance. It is for these 
reasons that we find vast forests in hilly regions where all these 
conditions are satisfied It is impossible for big trees to grow 
on land which is sandy and soft. Small plants, or agricultural 
crops, may grow m such soils, but not big trees, which require a 
firmer sub soil. 

Forests are very useful for a country. They are the chief r 
agency through which man can modify climate, to some extent 
at least. A hot and dry climate can be made less hot and dry 
by the plantation of forests, provided this is not rendered 
altogether impossible by the nature of die soil. A' tree gets its 
food mainly through its roots. This food is assimilated only 
when it is mixed with water. It means that m order to get 
nourishment for itself, the tree must suck water from beneath 
the soil through its roots Every part of the tree must get this 
food, and so water remains unceasingly in circulation, being 
constantly drawn up to the leaves and then let 
surrounding air by means of evaporation. That underiying 
portion of water which usually remains hidden in the sub-soil 
and which would have, otherwise, remained beyond the reach 
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of man, is thus made available to the surrounding atmosphere, 
which, in consequence, becomes cooler. A cool atmosphere has 
a greater capacity to attract ram, as water vapeur in the air is 
readily condensed when it comes into contact with a cooler 
atmosphere Rains are in this way attracted by forests and the 
surrounding atmosphere gets cooler. 

Forests serve another important puepese, m as much as they 
check the force of flowing water, cither after heavy rams or 
during a flood Not only do they check this force, but they also 
absorb through their roots ard countless fallen leaves, quite a 
large quantity of water. This saves sum unding lands from 
erosion, which is the source of great less to agricultural lard and 
renders large tracts absolutely useless. 

In India there is a great scarcity of fuel for domestic consump- 
tion. The amount of coal, already deficient in the country, is 
not fit for domestic consumption. In the form of coke it is not 
yet very popular. But even when it becomes so.it can be used 
only in towns and cities. It cannot be introduced in villages 
for a very considerable time to come. The village people do 
not get wood fuel in abundance, and at as cheap rates as they 
can afford to pay. There are no waste lands, no forests, and no 
large collections of trees to make fuel for domestic consumption 
easily available. So they use dried cattle dung as fuel Also 
owing to the high price of wood fuel and perhaps other con- 
veniences in the use of dried cattle dung, even these residing m 
big towns and cities use them as supplementary fuel. Conse- 
quently, numerous cart and ass leads of dried cattle dung are 
brought from surrounding villages to be sold m big towns and 
cities 

If along with the propaganda for the preservation of cattle 
droppings as field manure, a large number of trees are also 
planted to enable people to get cheap wood fuel, there will be a 
greater chance for the propaganda to succeed We give below 
an extract from ' The Indian Peasant and his environments,' It 
will speak for itself 

The village Kanmpur {Gurgaon District) is one oj the modern 

inllaies of the large estate belonging to Afajor Skinner 

Among the tenants, as a result of the campaign for preservation of 
rjoii dimr^.fhe. ip-zu-JicA. of, “ vtahimg" had. hjivi, '•yonri^ixhlcy 

reduced. But i{ was essential to make certain provisions for the 
supply of fuel, other t/inn Upla. Therefore, the estate had taken 
care to grow trees and shrubs for supplvmg the villagers with 
fuel 

If other Zammdars begin to act wisely as Major Skinner has 
done, they will be doing a lot of good to their tenants and 
ultimately to themselves. 

Apart from these advantages of a general nature, the forest 
wealth of a country is its very great asset If properly utilised 
and worked, it replaces itself without any extra cost or trouble 
to men. A methodical and judicious utilisation and exploitation 
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of forests not only yields a steady annual income withotit impair- 
ing in the least their potential vdue. but it also helps to improve . 
their present income-yielding capacity. For evample, in a big 
forest, trees of high and low value are all intermingled. It often 
happens that big- trees of inferior value hamper the growth of 
neighbouring trees of a superior value Consequent!)’, those in 
charge of the forest cut down such big trees. The timber so 
yielded fetches some price, however small, while the growth of 
other trees possessing more valuable timber becomes rapid. 

During the early period of the administration of the country 
by the East India Company there ensued a great destruction of 
forests. This lasted for more than fifty years, during which 
very great damage was done. Later English administrators 
showed greater consideration and far-sightedness in the matter, 
and since the time of Lord Dalhousie a definite policy was laid 
down for the preserr ation and scientific exploitation of forests 
A large number of people living in or about forests, claimed 
traditional rights in this natural wealth and jt «as a stupendous 
task to prepare this record Those who.e claims were not re- 
cognised, felt aggrieved and suffered great hardships However, 
the task was gradually and laboriously accomplished, and at 
present the tights of dwellers in the forests have been care^Ily 
noted and registered Inspite of this, there are frequent repre- 
sentations and appeals to the higher forest authorities for the 
recording of fresh rights or for the admission of old ones. The 
task of settling a forest is more difficult in some respects than 
that of settling a whole district' 

In India there are five mam types of forests — 

1 Andcountry /oresis, w'bich, as their name implies, extend over 
dry regions, like Sindh, Rajputana and southern Punjab. The 
most important variety of trees in this region is the fleekar 
or Babul Its timber, being dry and easily combustible, is widely 
used as fuel for domestic purposes . while its bark and fruits 
form an important tanning material 

2. Dectduoui forefit, which contain trees whose leaves fall 
in one part of the year and appear in another The w’ord 
‘deciduous’ means not permanent' or more literally, ‘liable 
to fall.’ All such forests contain trees w’hose leaves fall off 
and then reappear They extend over large areas in the Sub- 
Himalayan tracts, and the Peninsula of India They are among 
the most important, as they comprise the greater part of the 
teak (Sagon) and Sal forests, also Sandal wood tracts of Mysore. 

3 . Ei(r-grffn forf'ls are found in those regions where the 
amount of raintall is very heavy. They run along the foot of 
the eastern Himalavas and on the west coast of the Peninsula. 
They arc well known for the rich \ anety and luxuriance of their i 
vegetation and \ield timbers of great value, as black-wood, iron- 
wood and also teak Besides, they yield very large quantities 
of bamboos and palms 
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4. Hill forests are found at dcvations of between 3,000 and 
8.000 feet. They are found along the whole of the Himalayas 
and yield important timbers like deodar, pine, oak, and magnolia. 
The pine trees are well known for their hygienic properties, 
especially in diseases of the lungs. They are also otherwise 
important, as they are tapped for resin which is the most impor- 
’ tant minor produce of the forests and is used for a vancty of 
purposes, 

5. The Lilforal or tidal forests arc situated on sea coasts and 
deltas of rivers. The chief trees in such forests are mangrove 
and the sundari of the Sundarbans of Bengal. 

Classification of forests For administrative purposes forests 
have been divided intafour broad classes. 

(al Those the preservation of which is considered necesrary 
on climatic or physical grounds Their continued existence is 
important on account of their influence on rainfall and preven- 
tion of erosion by sudden floods. 

(b) Those which are valuable from the point of view of their 
yield. 

(c) Minor forests which contain inferior kinds of timber and 
are important for the production of fuel, fodder and grazing and 
other produce for local consumption Such areas are of great 
importance for agricultural districts 

(d) Pasture lands. Strictly speaking they ate not forests, 
but they come under grass lands They are, however, managed 
by the forest department as a matter of convenience, and also 
due to their imporfance from the point of view of grazing 

The forests are also classified, but on a different basis, as («) 
reserved, (b) protected and (c) unclassed State forests In the 
reserved forests the rights of outsiders are carefully recorded and 
fixed at the time of settlement. The protected forests are those 
which have been taken up for the ultimate purpose of being 
included under the first dass. In their case the recording of 
rights IS not as complete as in the previous case, and fresh rights 
can also accrue. In the third class of forests, which are called 
unclassed, there is no systematic management, and the control 
ataoiintt T.oth^vig more th-an the coWettion cd TevetiMe, tmtA 
these areas are either taken up for cutivation or classed as 
reserved or protected forests 

Forest Products. Forest produce is divided into two main 
classes. 

(1) Major produce, which is timber and firewood and 

(2) Minor produce, which comprises all other produce, except- 
ing timber and firewood, as bamboos, fruits, resins, etc , 

The exploitation of forests has been carried out and developed 
very systematically in Germany and America. In Germany, 
more than a million persons are employed m working the forests, 
while more than three miUion persons are employed in the 
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wording of raw materials obtained from forests. Exact figures 
are not available for India, but it is evident that a very large 
number of people get employment directly or indirectly on 
account of forests This number can certainly increase, at least 
ten fold, if serious attempts are made in this direction. In India 
the Madras Government tiied to use mechanical methods for 
the exploitation of forests on the American model, but it failed 
in this attempt. In the Andamans and Nicobar islands also, 
mechanisation did not succeed and the work of extracting timber 
was again left for elephants to accomplish. Elephants are used 
in India also, but where streams are available the work of trans- 
portation can be earned out more easily. 

' Forests contain raw materials for a number of important 
industries. Bamboos serve as an important raw material for 
manufacture of paper pulp. Sabai grass found extensively in 
Indian forests is also used for this purpose. Upto a few years 
back the general impression was that Indian forests did not 
contain any timber suitable for making match-sticks and match 
boxes. This impression proved entirely erroneous The Indian 
forests now supply the entire requirements of match industry. 
Apart from these two industries a number of small ones also 
depend upon them. 

Possibilities of Water power. The present war has given a 
great impetus to the industrial development of the country. If 
some big and heavy industries cannot be started as long as the 
war lasts, there is no doubt that immediately after its close there 
will be an outburst of industrial activity throughout the length 
and breadth of the country. For this industrial development 
power is needed India has neither much coal nor any oil 
worth mention. Obviously, therefore, hydro-electncity is bound 
to play a very important part in the future industrial develop- 
ment of the country. Fortunately for us, our potential resources 
as regards this power are not only adequate, but superb. 

Electricty has been very aptly described as white coal The 
analogy brings out one important point of similarity, namely, 
the capacity to produce power ; but it docs not suggest an 
important difference between the two Coal generates a large 
amount of heat in the process of yielding its energy, and so 
makes the surrounding atmosphere hot and murky But this 
“ White coal although it yields energy much greater than that 
of coal, does not generate any appreciable heat m the process 
Nothing, therefore, could be better adapted to the requirements 
of a country in the position of India than the development of 
hydro-electric resources 

After a careful survey was established that India was real- 
ly very rich m hydro-elecfiic rerourccs A number of schemes 
were launched for the generation of electricity. E\cn before 
the publication of the Industrial Commission report, it w as known 
that the Bombay Presidency held a unique position of importance 
due tP the projected schemes at Lonavla. Andhra-i alley, Nilamula 
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and the Konya valley. Accordingly, when these schemes were 
brought into operation by the unique enterprise of Messrs. Tata 
Sons, Limited, the industrial position and prospect of the Bom- 
bay Presidency underwent a great change. The schemes men- 
tioned above have no\V a combined normal capacity of more than 
250,000 horse-power and provide electric energy to the city of 
Bombay, its suburbs and greater part of Poona. The whole of 
Bombay, with a huge population of about 14 lacs, is served by 
these companies. 

The Bombay cotton mill industry was running under a great 
handicap on account of the great distance of coal centres from 
its mills. The cost of transportation of Bengal coal was so high 
that sometimes it became cheaper to import coal from South 
Africa. After the Tata companies came into operation, the 
dependence of Bombay upon coal for power necessary to run 
the cotton mills diminished considerably. In addition to this 
the huge network of electric tramways in Bombay is now almost 
entirely fed by energy produced m the Tata Coippanies. A 
number of railway lines m this Presidency have also been 
electrified. 

Important hydro-electric works have also been started m 
Madras. It is expected thar about a hundred thousand horse- 
power can be developed by the Pykara hydro-electnc scheme, 
which is a government scheme commenced at the end of 1929. 
The water utilised for the development of this scheme is taken 
from the Pykara river which drains the NiJgiri plateau having a 
catchment area of nearly 42 square miles The average rainfall 
m the area is 110 inches per annum There is another scheme 
in Madras known as the Mettur hydro-electric scheme. The 
Mettur dam, one ot the largest structures of its kind in the world, 
is 176 feet high, and can impound a total of 93, SCO million cubic 
feet of water. This storage, though primarily for irrigation pur- 
poses. is also to be utilised for the generation of hydro-electric 
power. The plant is expected to yield 60.000 horse-power. 

Very great progress has been made m this connection in the 
United Provinces during recent years Hydro-elcctricity is pro- 
duced in these provinces from the falls of the Ganges canal, 
which begins from Hatdvrat After every few miles there are 
falls At Bhola and Bahndurabad 1 Meerut ) Palra { Buland- 
shahar ) and Sumera ( Aligarh ) these falls are utilised as power 
stations, and they are so connected with one another that i£ any 
one of them is closed for any reason, there cannot be any inter- 
ruption in the production of electricity, which will continue to 

u from the remaining stations. This system is called 

In this way this Grid Area supplies energy to 
about 93 towns and covers an area of more than ten thousand sq. 
■j It suppbes power at fair rates to 14 districts in the west 

' nf the Province and to Shabdara in Delhi province for domestic, 
industrial and agricultural purposes. Seven out of the ten falls 
available have already been developed A further steam station 
has been constructed near Moradnagar. 
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Besides supplying power to so many towns, the grid provides 
energy for irrigation pumping from rivers and open and tube 
wells. A large number of hydro-electric tube wells has been 
constructed and supply water to crops. This supply of 
cheap and handy power IS producing far reaching changes in the 
areas concerned and the development of cottage and minor 
industries has been considerably encouraged thereby. (Also see 
Appendix A). 



CHAPTER VII 

SOME RURAL ECONOMIC PROBLEMS. 


tviand Tenures. Th* word tenure is derived from a Latin word 
meaning ‘to hold’. The phrase Land Tenure accordingly means 
those conditions or restnctions. rights and duties, subject 
to which land is held by one person from another When land 
was abundant, none cared to appropriate It: but in the course of 
time it began to grow scarce and people began to acquire 
possession of it Claims and counter claims began to be made 
and highly complex problems in connection with land ownership 
and land occupancy began to arise. 

Three parties assumed prominence in connection with land 
problems. There was. first, the State, which wielded authority 
over Its subjects and their possessions. Then there were the 
Landlords, a class of people who had acquired certain tpecific 
rights in the course of history. Lastly, there were people who 
actually tiUed the soil, and used it as a means of livelihood So in 
every country, three distinct parties emerged, all having cOme 
interest m the land, but of a varying nature. They are referred 
to as the supreme Landlord (Statcl. the landlord, and the tenant. 
In the meantime a number of rules bad been devised, and con- 
ventions established m different countries, governing the mutual 
relations of these three parties. These rules and conventions 
are known as systems of Land Tenure. 

Land Tenures in India. At the time of Manu, Hindu Rajas 
were considered to be real owners of land, as of every other 
natural resource A standing tree belonged to the Raja, but 
when It was cut down and sawed, the planks belonged to the 
person who had devoted some labour to it. The entire land of 
the realm was regarded as the property of the ruler, though it 
was expected that he would administer it in the interests of the 
people. He allotted different plots of it to different people, 
according to their needs and requirements and they continued 
to recognise him as the real owner, and themselves as holders 
of land at his will In consideration of this allotment and its 
fittendant benefits, the ruler expected from the subjects some 
contribution towards the State Natoirally this payment was 
to have some connection with the nature and amount of land 
allotted to them. At first there was no very definite proportion 
between the amount of land allotted and the payment made in 
consideration thereof. But in course of time, this indefiniteness 
disappeared, and a definite proportion was fixed to be paid by 
the beneficiary to the State. This began to be called Land 
Revenue 

There 12 a difference of opinion among economists as to the 
relation of the ruler of the country to land in ancient India, 



78 


ELEMENTS OF ECONOailCS 


Some maintain that the Raja was recognised as the real pro- 
prietor and the payment that was made by the subjects to the 
State, in consideration of the land held by them, was m the 
nature of revenue. Others maintain . that the ruler never 
demonstrated his proprietary rights and the people never recognis- 
ed them. They, no doubt, paid him, or his officers, a particular 
amount, but so did many others who had no plots of land in 
their occupation. They regarded the payment simply as their 
contribution towards the expenses of the State and regarded 
It of the nature of a tax 

Any way, it is clear that cvcrf-in ancient Hindu period, the 
State realised definite amounts of wealth from the subjects in 
return for the use of land by them The Muslims, when they 
came to India, adopted practically the same system that was 
current during the Hindu penod. Sher Shah tried to make the 
demand of the State more definite, and wanted to base it on 
certain specific principles, but the shortness of his reign did 
not permit him to do anything ot the nature It was only during 
the days of Akbar that Raja Todar Mai regularised the whole 
system of Land Revenue in the country 

Up to this time there were only two parties to the soil, • 
namely (*) the State («*) and the cultivator. The cultivator, in 
heu of the land m his possession, paid every year a certain per- 
centage of Its gross yield to the state The state on its part was 
responsible for the safety of his life and property The third 
patty, namely the landlord, had not till then appeared on the 
scene The government, officials collected revenue direct from 
the occupiers and users of land. It may be said as regards this 
period, that every cultivator was more or less, like a Ifai/nt, 
under the present Rayntann System, with a right of continuous 
occupancy without any fear of an arbitrary enhaiicement of the 
revenue demand 

This state ol things, however, did not last for long. Up to 
the death ot Aurangzcb, every thing went on smoothly ; but 
after his death there was chaos. Central authority began to 
grow weak, and afte* sometime it absolutely collapsed Even 
during his life, signs were not wanting of the weakening of the 
central authority ; but by his sheer will power he carried on 
things in the traditional way. Ultimately it became difficult to 
collect revenue from distant parts of the empire Petty Rajas 
and Nawabs became autonomous and began to reabse as much 
as possible from cultivators within their domain, by any method 
they found expedient. They appointed men with local influence 
as their agents for the collection of revenue, and promised them 
10%, or one eleventh of their collection, as their own remunera- 
tion’ This was the beginning of the Za»i««da« System These 
agents gradually began to assume the' role of the real owners^ , 
of the soil and treat the cultivators as their own subjects. 

With the growth of competition, rulers and provincial 
governors begin to put these offices to auction. This created 
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further confusion and demoralisation. Irresponsible and un- 
prinapled men came forward, made the highest bid, became 
agents for different local areas, and began to charge and realise 
as much as possible from the cultivators. It wms no long« a 
question of a commission of 10*o over the total collection, but 
of realising as much as possible by any means, fair or foul, from 
the peasantry, after pajnng a fixed amount to the State. The 
Rajputs, the Maharattas, and the Mohammedan Governors, all 
came practically into one line on this point. It was at this stage 
that the British acquired the Dewani Rights to realise revenue 
in Bengal. 

Revenue Farmers The agents appointed to collect revenue, 
or land dues, were known as revenue farmers, as distinguished 
from agricultural farmers. At several places they utilised the 
waste land lying in the locality for their own purposes. They 
also bought off a number of small cultivators, and themselves 
began to cultivate the land, or get it cultivated through their 
Own servants. • 

The East India Company did not introduce any new system, 
but adopted that which was then prevalent Lord Comwahs. 
•when he came to India, found that the one time agents or 
revenue farmers had so far established themselves that it was 
impossible to do anything in the localities under their .influence 
except with their assistance Moreover, as he himself was a big 
landlord, he wanted to create m India a class of landlords similar 
to that m England. He could not find better men at that time 
in this country than these people : so he entered into an agree- 
ment with them on the old basis of 9/lOths of their collection as 
the government share, and the remaining 1 '10th as then; own 
share or commission. But this agreement was to be of a perma- 
nent nature. The Government demand, 9/lOths of the current 
collection, was sufficiently high for those times. Many of the 
revenue farmers, now designated as Eamindars, could not pay 
up this fixed amount at the fight time, and so they had to go. 
Others xverc appointed m their places, and they tried to meet 
this heavy demand as best as they could. As time passed, and 
as the value of agricultural produce began to increase, they could 
collect a larger revenue from the cultivators The Government 
efemund hemg Axetf, their o\vn share began CO increase, tiff it 
grew to large dimensions. This settlement between Lord 
Corriwahs and revenue farmers of Bengal, later on known as 
Zamtitdars, is known as Permanent Settlement. 

The essential points about this settlement are mainly two 
In the fir<. place, the British Government in India recognised 
formally a cla-'s of people midway between itself and the tillers 
oftliesQil Although in theory the middle man had appeared 
long before this settlement, there was no formal recognition of 
fj^is class dijyahere After 1793, however, this /ntermediary 
• lass became definitely and formally recognized, with almost 
unlimited rights and powers over those who were engaged m 
agricultural operations m the area aj^signed to them. The 
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second point worth consideration is that the_^share of the govern- 
ment in the yield of the area under consideration was fixed in 
‘perpetuity, while that of the Mmindar, chough small m the beginn- 
ing, t\as left ela'iic and could increase to any dimensions- 

Advantages and Disadvantages of the Permanent Settlement. 
There is a serious difficulty in writing about the advantages 
and disadvantages of Permanent Setticirent. It is due to the 
point of view which is adopted in the discussion of this question. 
The position m India is very peculiar, and at the same tjme, 
highly complex We live in a world which is moving fast , but 
our own little world. India, is not moving fast enough, perhaps 
not moving at all. Inspue of the right of self determination 
having been recognised by the entire civilised world m theory, 
we are still a subject nation governed bj' a foreign power- If 
there is any problem which affects the government in one way, 
and the people, or a part of the people, in another it becomes 
difficult to pass any judgment on us desirableness or otherwise. 
The interests of the Government and of the people have, some- 
how. begun to be regarded as at variance with each other By cbe 
Permanent Settlement of Bengal, although the government 
seemed to gain in the beginning, and the* iammdars to suffer, 
yet, after the expiry of some period, it became evident that the 
government had not been the real garnet, but that the zamindars 
had gained considerably Out of a total rental of about £12 
million per annum the governments of Bengal. Bihar and Orissa 
receive only about £3 million, while the rest remains with the ' 
samxndare for their private use. The loss to the government is a 
gam to the zamtndars. People think that the government of 
India IS a foreign government, over whose expenditure they have 
no control, while the zamtndars are. after all, Indians, men of 
their own flesh and blood, who can certainly be induced to 
spend money for charitable and other useful purposes. 

Ideas like the above are mainly responsible for the view that 
perraanant sctclsnient is a satisfactory and a beneficial measure 
people sometimes demand an extension of this system in other 
provinces also, whenever the question of the settlement of a ^ 
■■province comes ud for discussion At Tme^me even in Govern- 
ment circles there were two vicwa on the question Some want- 
ed its extension . others opposed ir, but on different grounds- 
Sir John Shore v. ho offficiatcd for Lord CornwaUi«. during his 
illne's, and for about 2 years after his death was against the 
cre.ntton or the intermediary cla«s and against the permanent 
scttlcmenr Ultimately bis view prevailed , and although in 
provinces like U- P . C- P , and the Punjab intermediaries were 
recognised, the principle oi permanent settlement was not ex- 
tended to any other province 

The teal fact however, is that the gam of the government is 
leahy the gain of the people, as a whole , while the gain o^ 
zamindai', or Qt anv cither class of people, is only the gam of a 
few private individuals. If to-day the government is unresponsive, 
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or an alien bureaucracy, tbc time is not distant when India 
would get Dominion Status or independence. When that 
auspicious time arnvesj it will shock the people to know that they 
have been deprived of a number of important sources of revenue. 
The prospect will then become glooms', indeed. 

Let us examine the position of different Trovmccs m this 
respect. In Bengal there is no possibility of a further increase 
in income from land, unless the Government repudiates perma- 
nent settlement The Bengal landlords are very rich, but 
neither can the revenue demand be enhanced, nor can their 
incomes, which are agricultural m character, be assessed to 
income-tax In order, therefore, to meet the growing expenses 
of the administration of the Province the Government has to 
tax other pconle more heavily than it is perhaps justified to do. 
So. ultimately it comes to t.ixing other classes more heavily in 
order to let a rich class indulge m comforts and luxuries ’ If 
this point of view is adopted no one would like a Government 
to pass any measure which tends to make its sources of income 
inelastic and so incapable of further growth 

It was such considerations as these tliat brought about a 
sudden reversal m the policy of the Government of India m the 
matterof the settlement of other Provinces, when this question 
again came uo for consideration. Madras was the next Province 
to be dealt wuh About one third of it hid been settled accord- 
ing to the old principle of a^^perpetual revenue Remand. Then 
came a change m the policy, and fresh directions from the 
Directors of rhe East India Company. Consequently the Govern- 
ment refused to recognise any middle man in this Province, and 
elected to deal directly with the tillers of the soil, called Kyots 
{Raiyals). This system is known as the Byota-au system. Here 
the revenue demand of the Government can be increased after 
30 years, but it is definitely laid down that if the Ryot goes on 
paying the agreed amount of Government demand, he can remain 
in undisputed possession of his holding for any period what-so- 
ever. On the other hand if he wants to give up his holding, he 
can do so after giving a short notice 

In this system the source of income is not altogether closed 
for the future. It can increase after the expiry of a definite 
period when the whole question of Government demand is taken 
up afresh. Also there is no intermediate class betw’een the 
Government and the tenants. The permanent and Zamtndari. 
system of Bengal. Behar, and Orissa is almost diametrically 
opposed to that of Madras which is temporary and Syotwan 
In India these are the two mam systems of Land Tenure 

There is however a third system which "is found m the United 
Provinces, Central Provinces and the Punjab. It is a combina- 
tion of, or, say, a compromise between, the above two systems. 
' In this, middlemen arc recogmsed and are known as Zamindars, 
Taluqdars or Alaiguzars They are responsible for the payment 
of revenue which is determined from time to time So tar it 
resembles the Bengal system. But the land revenue demand on 
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the Zamindars is not fixed m perpetuity, tut is Jialle to be 
revised after stated periods of between 20 to 40 years. From 
this point of view it resembles the Madras system. 

The present uosition IS that Bengal, Behar, Ons'a about one 
third of Madras and one division (Berates) of U P. are per- 
manently settled ' In 1793, when Bengal was permanently 
settled, Behar and Oris'a formed parts of it, and so did the 
Benares division of the U P. This exolains why these areas 
were also settled permanently Before a reversal of the policy 
was finally decided upon, one third of Madras had also been 
settled according to the old system. The remaining portion 
(two-thirds) of Madras Bombay, Sindh and Assam, are tem- 
porarily settled under the Ryoluart system. The United 
Provinces the Punjab, the Central Provinces, and the North- 
West Frontier Provinces, are temporarily settled . but middle 
men are recognised m all the«c “areas In the Agra Province 
they are called Zamindars, m Oudh Taluqdnrs, and m the 
Central Provinces, Malyusars W here a single zammd-'r is not 
available to undertake the responsibility of paying the revenue 
to the Government, the entire body of petty proprietors of the 
area is made responsible to pay the revenue amount through its 
representative, known as the Lambardar The area who«e 
revenue amount is so arranged to be paid is known as a ^lahal 
This system prevails largely in, the United Provinces and is 
known as the Makalu-ari system.^ 

The Rights of the Tenants In areas wiiere the middle man 
was recognised, either under permanent or temporary system, 
the problem of zamindars tersus tenants assumed a serious asnect 
within a very short time The tenants had no rights in the 
beginning and were left entirely at the mercy of the zamindar. 
They could be turned out from their holdings at hzs sweet will, 
or more often, at that of his A'annrfa, and a demand for the 
enhancement of rents could be made any time The tenants, 
finding no other alternative occuoation, agreed to pay high rents 
which they knew they could never pay The alternative being 
ejection from land, and then absolute darkness as regards any 
honest means of livelihood, the helpless tenants undertook to 
shoulder a Durden far in excess of their strength and capacity' 
This was really the beginning of that heavy indebtedness of the 
agriculturists which now looms so largely on the horizon and 
which now challenges the keenest intellect for its solution 

The Government did move m the matter, but, as usual, onli“ 
when enough mischief had been done- It passed tenancy laws 
in different Provinces safe-guarding the nghts of tenants against 
the arbitrary action of landlords Rules were passed m virtue 
of which tenants whQ*had cultivated a plot of land consecutiv ely 
for 12 5 cars, acquired occupancy nghts. under which they could 
neither be ejected from their holdings nor could the rent be 
enhanced, except through a properly constituted court under 
definite conditions. The history of tenancy legislation in India 
reminds one of repeated attempts by the owner of a kachka- 
floored room to close big and small boles made again and again, 
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though at different places, by rats infesting the room. The 
tenancy laws acted mostly as palliatives, and could not cure the 
real disease. On the one hand, the settlement officers and 
different district officers were anxious to fix and realise the 
Government share in the zamindar's collection of rents at as high 
a figure as possible; on the other hand, due to increase of 
population, heavy pressure on soil, and the ab ence ot other 
means of livelihood, the tiller of the soil was being thrown more 
and more at the mercy of the zamtndar. The result of all this 
was not altogether unexpected- Although the tenancy laws 
passed in different Provinces of the country checked to some 
extent the high-handedness of the zatnindar and that of his 
karindas, the condition of tenants did not very much improve, 
as the disease had reached an advanced state and demanded a 
more drastic reraed}'. 

The Indian cultivators are not literate, and therefore not 
clever They are simple and honest But these qualities — sim- 
plicity and honesty-^have proved a cause of their ruin. Their 
simplicity IS exoloited by clever people residing in cities and 
haunting the courts , while their honesty is exploited by the 
village moneylender The tiller of the soil does not attract very 
great nonce of the Government or of the educated classes Imng 
in cities But now times seem to have changed. He has begun 
to attract serious attention of the Government, on the one hand, 
and of the non-official public bodies on the ocher. We have 
now special village programmes on the Government radios and 
organi’ied village campaigns bv non-official public bodies Let 
us hope that this state of things will continue and will do real 
good to the much neglected rural population of India. 

Tenancy Legislation- Various measures have been passed to 
safeguard the interests of the tenant m different Provinces of 
India These attempts, although belated, have improved his 
status and position He wanted fixity of tenure and fair rents, 
whi-h go together. These two requirements have been fairly 
met by a long secies of enactments and their amendments and 
modifications m one Province after another. 

The first act of this kind was passed in Bengal m 1S59, by 
the Government of Lord Canning By virtue of this act all 
tenants culcivaemg land at the same rent for twenty years were 
declared fixed rate tenants Their rents could not be enhanced 
in future. Those who held land for twelve years acquired the 
of occupancy, which meant a fixity of tenure. Their tents 
could not be enhanced except by the decree of a court if it was 
^tisfied chat the rent of surrounding lands had gone up. The 
Bengal Tenancy Act of 1885 made these provisions more explicit. 

^his way the occupancy right was secured by a large majority 
80 per cent) of the culuvatois. An occupancy tenant 
I could be ejected only for arrears of rents which could not be 
^hanced before the exPiry of fifteen years. In 1928 the Bengal 
Act of 1885 was amended to some extent. It permitted 
the Occupancy Tenants to dig .tanks, build houses and cut down 
trees on the lands m their occupation. 
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In the United Provinces> tenants were given occupancy rights 
in 1833 under Lord Bentinck’s administration In Oudh the 
Oudh Rent Act of 1851 curtailed the oowers of the Taluqdars for 
the enhancement of rents except through a court. The Agra 
Tenancy Act of 1901 introduced some further provisions for the 
accrual of occupancy rights- In 1911 the occupancy rights were 
enjoyed over nearly 68 per cent of the total area cultivated by 
ordinary tenants. In Ryoticari areas in Madras and Bombay, 
tenants were permitted to hold land for as long as they continued 
to pay the land revenue- They also enjoyed other rights like 
those of sale, inheritance, lease etc-, without any restrictions. 

Agra Tenancy Act of 1926. An important piece of Tenancy 
Legislation was passed m the Agra Province in 1926 called the 
Agra Tenancy Act. It comprised some clauses of a far-reaching 
character. Before the passing o£ this Act there were two 
principal classes of tenants in the Agra Province, the occupancy 
tenants, and tenants-at-will The former could not be ejected 
from their holdings if they continued to pay rents regularly, and 
no enhancement of rents in their case was permitted except by 
the sanction of a court upon the fulfilment of certain conditions 
These tenants, therefore, were auite secure m rheir possession* 
But the tenants-at*will, as rheir name signifies could be ejected 
from theit holdings at the sweet will of the landlord, and he 
could also enhance rent whenever he felt inclined to do so. 

The Agra Tenancy Act made all tenants-at-wilI, life tenants. 
They could not be ejected during their life time not could their 
rent be enhanced After the death of a life tenant, his heir 
could keep m his possession the holding on the old terms for a 
period of five years. After the expiry of this period a new 
jytKf'j’tnftor was Jin iie Jtru-JwJ Jurn- iiftrwj»j»o jihe .lanalArd jind .the: 
new tenant, on such terms as were settled between them The 
old cycle then continued. The tenant could not be ejected if 
he did not fall into arrears regarding the payment of rent. 

While the status of the tenant-at-will was considerably raised 
by this Act, the occupancy tenants lost a little of their old pre- 
rogative Before the Act of 1926. they could not be ejected 
under any conditions what-so-cver except when they fell into 
arrears. This Act. however, permitted zamindars to recover their 
lands from occupancy tenants on payment of 6 year’s teuton 
the plot m Question as compensation, provided that they wanted 
this land for the purpose of 'farming on improved lines’ A life 
tenant could be ejected by the zamtndar on paying 4 years’ rent 
as compensation to the outgoing tenant The purposes for 
which a life tenant could be ejected, included the starring of 
an agricultural farm, the planong of a garden, the starting of an 
industry and so on 

On the whole, how’cvcr, this measure was a very beneficial I 
one. especially for the lenants-at will, and ultimately for all- A 
very great advantage of this measure was that it reduced litiga- 
tion to a considerable extent. Moreover, tenants in geiuial did 
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not suffer so much from inferiority complex as before the passing 
of this Act. 

The Oudh Rent Act of 1925 . The Oudh Rent Act was passed 
m 1925 The position of the Taluqdars is very strong in Oudh, 
while the tenants there are very poor and disorganised Under 
this Act the tenants-at-will were made life tenanfs. Rent might 
be enhanced after 20 years, but even then it could not be 
enhanced except by the decree of a competent court Thus, even 
in Oudh the nosiuon of tenants considerably improved after 
this legislation. 

Other measures of rural reform Besides these tenancy laws 
which protected the tenants against the high-handedness of 
the 2 cim\ndars certain other measures were also passed which 
had for their object the general improvement in the p-^sition of 
agriculturists In Rohiikhand an Encumbered Estates Act was 
passed m 1903 which provided for the liquidation of debts with 
the aid of Government loans fn the Punjab an Act was passed 
which restricted the transfer of land only to members of those 
classes which were 'recognised as agricultural classes The 
purpose of this Act was to check the transfer of agricultural 
lands on a large scale to moneydending classes. It was passed 
m 1901 and is called the Puniab Land Alienation Act The 
Bundhelkhand Alienation of Land Act, was passed in 1903 on 
the Punjab model In Bombay a measure was passed in 1901 m 
virtue of which no occupant of land could alienate it without the 
previous permission of the collector. 

The period and basis of assessmenl. The period of assessment 
of land revenue is different in differenr Provinces. In Madras* 
Bombay, Sindh and Assam, it is 30 years The basis of assess* 
menc is usually 50 pet cent, of the net produce But here he^ 
a great difhculty The cultivator, illiterate as he is.f does no^ 
know his expenses of cultivation. Not only illiterate cultivators- 
but even many people, m various walks of life, do not really 
undeistand the exact procedure of estimating expenses of pro- 
duction of a particular commodity. The Government officials 
at the time of fixing the levcnuc demand, arc prone to be more 
partial to Government interests than to those of the poor, 
illiterate and unrepresented ryots Under ihese conditions one 
does not really feel satisfied as to the methods adopted in cal- 
culating the net yield of a crop. Any way, such things are bound 
to continue as long as the ryot himself does not become en- 
lightened enough or some one else, more enlightened and 
experienced than him, does not take up his cause. 

In the United Provinces, the Punjab and Central Provinces, 
the period of a‘'sessnient, which was previously 30, 25, and 20 
years respectively, was increased to 40 years m the United Pro- 
vinces and some parts of the Punjab The basis of assessment 
was previously between 45 and oO per cent of the rental value 
of the area assessed, then reduced to between 35 and 45 per cent 
In the case of jointly owned villages under the Mahalu-an system, 
and also m the case of peasant proprietors, the same method was 
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adopted as in Jiifofu'ari areas. The idea was to take away about 
50 per cent of the net yield from such lands after ft^in^ its 
monetary equivalent on the basis of average puces 

Recent Tenancy Legislation in various Provinces 

See Appendix B. 

Ideal System of Land Tenure in India 

Appendix C. 

/Suh'division and Fragmentation of Agricultural Holdings. 

Among the many important agricultural problems that are 
crying for solution in our country the one that is perhaps the 
most important and of a far reaching ch.u.icter, is that which is 
known by the name of consolidation of agricultural holdings. 
Let us first understand the problem- 

India has always been mainly an agricultural country Even 
during the ancient Hindu times, and the mediaeval Mohammedan 
period, the mam occuoation of the people remained agriculture. 
There were many important cottage industries, no doubti which 
were m a highly floun«hing state, but they were confined mostly 
to urban areas, The chief industry of India was always agri- 
culture. 

After the advent of the East India*, Comoany. or, we may say, 
after the Industrial Revolution m England and rapid develop- 
ment in the means of tramportation machine-made goods began 
to be imoorted freely into India The produce of Indian cottage 
industries could not compete with these machine-made goods 
and so, after sometime many of the cottage industries had to 
be given up. The artisans, not finding any other means of 
livelihood went to the villages and as a last resort adopted 
agriculture as theit calling 

Already there was enough pressure of population on the soil, 
"but after this new migration from urban areas to the villages, the 
agricultural population increased still further The land available 
for cultivation was divided among a large number of people and 
the sizes of individual holdings began to grow smaller. Influence 
of western idea on Indian minds, and the policy of English judges 
in India, the old joint family system began to give way before 
individualistic tendencies. 

The younger members of joint families were no longer 
amenable to the strict discipline which the old system demanded 
The spirit of self-sacrifice was on the wane, and each wanted to 
appropriate and utilise all that he produced with hij own labour. 
Consequently, while at the outset there was only one big family 
agricultural holding, jointly cultivated, though severally owned, 
it was now spbtted up into a number of smaller ones according 
to the number ot members who wanted to go out of the joint 
undertaking. This tendency resulted m reducing the sire of 
holdings still further. 
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The Hindu and Muslim 'laws of inheritance also accentuated 
this tendency as they enjoined equal partition of property among 
all males, or, as in the case of Muslims, among all male and in a 
certain proportion among female heirs These laws were, no 
doubt, in operation since a very long time, but their bearing on 
this problem became more pronounced when other causes also 
came into operation. 

The cumulative effect of all these different factors was that 
the size of agricultural holdings became alarmingly small. But 
this was not the only evil After the death of a person, his 
descendants partitioned among themselves each single part of 
thcit ancestor’s land Each field was divided equally, as it was 
supposed to be specially fertile, well situated, or auspicious'* 
Even trees were sometimes so divided If the deceased left an 
agricultural holding of 20 acres in two different plots of 10 acres 
■each, both these plots were divided into as many parts as there 
were heirs If he was a Hindu and left four sons, both his 
plots would be divided into small plots of 2i acres each A hold- 
ing which was previously divided into two parts would now be 
divided into eight parts If he was a Muslim the division would 
be still mo;e minute So after a few generations agricultural 
holdings became not only smaller in sice but also scattered at 
different places The total area of a man's agricultural holding 
might be say, 10 acres, but it would not be all at one place, but 
scattered at two, five. ten. or even twenty or more different 
places On such small strips of land it became very difficult to 
carry on any cultivation at all. 

Its evil effects. 

(fl) Waste of time, land and labour If a cultivator has to 
look after more than one plot of land, it is evident that he wdl 
have to spend a greater amount of time in moving about from 
one plot to another If this number is even 4 or 5, the ivaste of 
time and energy in moving the necessary implements and tools, 
and bullocks (from one plot to another, must be' enormous. It is 
not possible for a cultivator to efficiently look after mote than 
one, or at the most, two fields situated not at a great distance 
from each other. Cultivators have to keep watch over their 
iieids at night, in order to protect the crop from the depredations 
of jackals and other wild animals. When the number of plots is 
large, it becomes impossible to exercise this watch over all the 
plots. The erecting of fences round such tiny plots of land being 
out of question, there is a great loss, caused by neighbour’s cattle 
which are deliberately left free to graze in unprotected fields. 
E /en if fences could be erected and boundaries fixed, it would 
entail a loss of an appreciable area of land m proportion to the 
total area of holding. Some times the area of each part of a 
f holding becomes so small that it cannot be cultivated at all. It 
becomes difficult even for the bullous to turn round, owing to 
the narrowness of the stop. Many such plots of land are left 
uncultivated by their owners. 
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(?>) The size becomes un-econonuc. On account of excessive 
subdivision, the sire of the holding is reduced to such an extend 
that It becomes impossible to support a family out of its yield 
This IS the meaning of an un-economic * holding An economu- 
holding IS that which enables a person to support himself and hi? 
family _ according to the standard prevalent in the class of societ/ 
to which he belongs The size of such a holding differs fron^ 
place to place -and has to be determined with reference to ^ 
number of considerations. But whatever it may be, the holding 
becomes so small that it cannot support a family. In the absence 
of subsidiary occupations and any other alternative means 
support the cultivator has perforce to lower his standard of living 
or begin to borrow, thus hastening his rum 

(c) Fruitful source of litigation Quarrels arc frequent oveP 
questions of boundaries, grazing of neighbour's cattle in ano-‘ 
ther’s field, or trespass With numerous tiny strips, into whicl^ 
a holding IS divided, scattered all round the village, such quarrel? 
become more frequent. The real curse tor a cultivator is neithef 
the zamindar nor the snhuLar but litigation A few law-suitP 
and the cultivator, even though quite solvent before, begins td 
suffer from financul hardships, and, m course of time, become? 
a financial wreck 

(d) No agricultural improvement practicable Methods ar^ 
recommended by experts and by e.xpenenced farmers which, if 
adopted, would improve agticultuial output But how is if 
possible for any kind of improvement to be introduced on such 
small strips of land ’> Fenang and enclosures, large scale produc-j 
tion, better implements and tools, adequate supply of water, and 
so many other improvements are impracticable when the area of 
the holding is so ridiculously small. No agricultural improve-* 
ment is possible as long as this problem is not satisfactoiilf 
solved 

Remedies. Numerous remedies have been suggested by thos^ 
who have devoted considerable attention to the serious state o‘ 
affairs Many of them, hovrever, seem to be cither impracticable 
. or inefficacious Some recommend a modification m the Hindd ' 
1 or Mohammadan laws of inheritance They are of opinion tha^ 
the law of pnmo-getuture, as is prevalent in England, or amon^ 
the Taluqdars of Oudb and the Ismaiha community of Bombay' 
should be made universally applicable This remedy, in the firsf 
place, does not seem to be practicable in the case of India, iii 
view of the conservative and orthodox nature of the people, botl* 
Hindus and Muslims In the second place, while remedying on^ 
evil It is likely to bring m another, in a new form In England 
there is an acute problem of how to reduce the size of agricultural 
holdings- Moreover, our laws of inheritance are really not st? 
bad as they have been made to appear. It is. no doubt, true that 
even very large holdings are, after a few generations, splitted up 
into a number of smaller ones ; so much so that the owners of 
these rmall areas do not find themselves m a position to maintaiP 
their old standard, unless they stir themselves up and do som^ 
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work to supplement their earnings. In one sense it may be 
regarded as an evil, but in another there can be nothing better 
than this. It does not bring out thcTjest m a man if he is not. 
sooner or later, thrown absolutely upon his own resources. One 
who has inherited a large property and is living upon its income 
may be a very good man after all, but it cannot be disputed that 
his capacities do not get adequate opportunities to develop. At 
their best, such men pass their lives in an unenterprising way. and 
do not prove of any great worth either to themselves or to their 
nation. 

It IS, therefore, not really an unmixed evil that owing to our 
laws of inheritance our big landed properties become parcelled 
out in small parts and very small and tiny ones This is no reason 
why certain persons should continue to depend, from generation 
to generation, upon the hard labour of a good ancestor, and do 
nothing themselves to add to their income apart from what they 
get from their inherited property. 

There is another point. We arc here concerned not iMth the 
unit ownership, but with the unit of cultiwUion. This means that 
even if the unit of ownership becomes very smaM, there is no 
reason v-hy the unit of cultivation should become equally small. 
If a certain person finds only a very small plot of land in his 
possession, there is no reason why he should nor try to secure the 
neighbouring plot for purposes of cultivation and thus increase 
the size of his holding which otherwise would certainly remain 
uneconomic. Also, as far as the other cyil, really the more serious 
of the two, namely fragmentation of holding is concerned, the 
laws of inheritance have absolutely nothing to do with it It is 
always open to a number of co-hcirs to settle things amongst 
themselves in such a way that although small, their holdings may 
not get scattered in different parts of the village So a modi- 
fication m the laws of inheritance, even if practicable, would not 
prove very advantageous or even efficacious, as it would only 
affect the unit of ownership, not the unit of cultivation. 

- Another remedy, which has been suggested^ is to pass a law 
to the effect that the unit of cultivation should not be allowed to! 
go below a certain limit, which should be fixed after taking into 
consideration a large number of things This suggestion, if it 
can be earned out into effect, and xf the practical difficulties in 
the matter of details can be surmounted, will certainly meet the 
situation to a great extent This remedy will prove to be of a 
lasting nature, and will also leave the laws of inheritance Un- 
touched It will not be easy to fix up the size of an economic 
holding. It will differ from one province to another , also, 
perhaps, from one district of a province to another district It 
will depend upon a large number of factors like the nature of 
^he soil, conditions of water supply, proximity or otherwise of 
markets, general art of cultivation as prevalent in a particular 
area, and the current prices There must be difficulties m the 
way, but the problem itself is of such a serious nature that no 
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pains should be spared for hnding a correct and permanent 
solution. 

Consolidation of scattered holdings by Co>operative method. 
In the mean time, before any legislation of the nature described 
above IS undertaken, another method can be adopted for minmus- 
ing the evil effect of fragmentation as distinguished from sub- 
division. If a particular holding is scattered at different places 
m a village and there arc numerous other holdings equally 
scattered far and wide, there is no reason why the different owners 
of these scattered holdings should not come together and, by 
mutual give and take make their respective holdings compact 
No doubt, this requires vision, common sense and a spirit of 
accommodation. If some time is devoted in each village for 
explaining the advantages of conrolidation of agriculturalholdings. 
and an efficient machinery is devised and set in motion, the result 
must be highly encouraging. In the Punjab this work has been 
done bv co-operative soaeties espeaallv started.for this purpose 
and known as co-operative societies for [the consolidation of 
agricultural holdings. 

• These societies are composed of those owners of land who are 
interested m such a scheme and are affected thereby The total 
land of the village is reparcelled out in such a way that what an 
owner has to give at one place he gets at another , so that when 
the operation is over he finds himself in possession of a solid 
continuous block of land of almost the same area and value as 
the sum of his numerous scattered strips of land before the 
scheme was set in motion In the Punjab these co-operative 
societies ate assisted in their arduous task by a special district 
staff which IS kept and trained tor this purpose A number of 
suggestions are made and plots are parcelled and reparcelled a 
number of times in order to secure the consent of as large a 
percentage of co-sharers as possible. When, after some time, 
unanimity is reached the society is dissolved and the staff goes 
back. In this way, a very large area has been consolidated m 
the Punjab About 13 lacs of acres out of the whole cultivated 
area of about 3 crores were redistributed by the end of 1941 and 
there were about 1,500 co-operative soaeties doing this work 
m the province. 

inay be mentioned, however^ that the rexoarkabJe success 
of consolidation societies in the Punjab has been due to the keen 
interest which certain high offiaals of the co-operative and 
agricultural departments have taken in the problem The land 
revenue system m the Punjab is also simple as compared to that 
of many other provinces. Lastly, there is a large number of 
peasant proprietors who have now become wide awake regarding 
their true interests, and have also perhaps a greater spirit of 
compromise than their brethren elsewhere , 

In the United Provinces the problem has become complicated 
on account of a very large number of tenants who do notown 

any land but are cere cultivators. Here it is not so much a 
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question if the unit of ownership as that of the unit of cultivation 
There are in both Agra and Oudh, very big estates comprising 
sometimes hundreds of villages; but in each village the unit of 
cultivation is very small with the usual consequent evil results. 
Here the consolidation societies of a co-operative character 
started after the Punjab model have done some useful work and 
the total area consolidated was about 8O,0C0 pocca tighas in 
1939-40, the number of societies at work being 182. 

Recent attempts to cope with this problem Although some 
useful work was done by co-opetauve societies started for this 
specific purpose in some provinces like the Punjab, Central 
Provinces, and the United Provinces, it was realised very soon 
that this method alone would not meet the situation. Permissive 
legislation was also tried at several places, but without any 
appreciable measure of success. 

A new experiment was tried in Central Provinces where in 
addition to the co-operaovcsoaetics. legislation for compulsory 
consolidation was passed in 1928. The Act was first brought 
into operation in the Chartisgarh division only and gave power 
to not less than half the permanent right holders holding not 
less than two thirds of the occupied ares in a village to combine 
in a scheme of consolidation. When this scheme is confirmed 
It becomes binding on all permanent nght holders in the village 
and On their successors About 5.C0.CC0 acres of land parcelled 
out into thousands of small and scattered holdings n ere con- 
solidated at a cost of only 4 annas per acre. 

A similar act was passed m the Punjab in 1936 and in the 
United Provinces u, 1939. The United Provinces Consolidation 
of Holdings Act 1939 seeks to provide for the development of 
agriculture through consolidation which is defined as the redis- 
tribution of land between the cultivators in such a way as to 
make the cultivated area more compact. The proprietor of a 
village or mahal, or the cultivators of moie than one third of 
the cultivated area in a village may apply for consolidation to 
the consolidation officer to be appointed by the Local Govern- 
ment. The Collector on his own initiative may also direct 
consolidation proceedings after due notice to the parties 
concerned. The consolidation officer shall make every attempt 
to ensure that as far as possible each cultivator is given 
land suitable for the cultivation of the principal crops 
grown m the village and that the valuation of the holdings 
allotted to a cultivator is equal to the valuation of his original 
holdings. When this is not possible, monetary compensation 
shall be awarded to equalise values so that the cultivators who 
get more value for their original holdings are to pay compensa- 
tion to those who get less. 

, After the scheme is prepared it shall be published both in 
Consolidation Officers ’s office and in the village, where it can he 
inspected by anybody.and any objection to it may be filed within 
one month from the date of publication. Such objections shall 
be considered and decided by the Consolidation Officer in the 
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village in the presence of the parties themselves and the scheme 
shall be modified as may be found necessary in the light of the 
objections submitted. 

It is hoped that the work will henceforth proceed rapidly 
in the U.P. and that consolidation will have substantial re- 
sults to show in the near future It should be borne in 
mind, however, that voluntary consolidation through Co- 
operative Departments or compulsory consolidation through 
legislation can only remove or reduce the present evil as 
it exists to day. This is only the curative side of the prob- 
lem. But there is every likelihood of a relapse to old 
conditions if measures ate not adopted to prevent the present 
consolidated holdings from being fragmented again in the 
future by the usual processes of inheritance etc. j'' 

Factors affecting Agricultural Improvement in India Im- 
provement in agriculture can be effected by making an 
effective and efficient use of the several factors of produc- 
tion employed in agriculture. So far we have studied only 
one factor, namely, land This topic will therefore be dis- 
cussed only when we have finished the discussion of the 
remaining factors of production and so have finished the 
study of Production as an important branch of economic 
activity. So it will be discussed immediately before we finish 
Production, 
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LABOUR 

Meaninir of efficiency. Efficiency is a relative term. It 
does not merely mean the amount of work done by a factor 
of production within a certain unit of time . it also means 
a comparison of this work wiih its cost to the user. The 
efficiency of a factor will be higher or lower according to 
the ratio between its output and its cost If one labourer 
does a certain amount of work and is paid eight annas for 
it; while another does twice as much’J work and is paid 
fourteen annas, the second is more efficient than the first, 
because the proportion of his work is greater in relation 
to his cost. But if the second labourer were paid one 
rupee and two annas, he would not be regarded more effi- 
cient than the first Quality of work is supposed here to be 
the same in both cases. « 

One point, however, may be made clear. If we compare 
the first labourer with the second, purely on personal merits 
the second labourer ishould certainly be counted as the more 
efficient of the tv.'o in both cases, that is to say, whether 
he IS paid fourteen annas or one rupee and two annas by 
his employer The mere fact that he can produce twice 
as much as the other during the same period of time 
proves that he is the more efficient of the two But if we 
look at this question not from the point of view of the 
individual labourer, but from that of the organiser,^ or, of 
the industry as a whole, the second labourer would be re- 
garded the more efficient of the two only when he costs 
less than double to his employer 

Factors determining efficiency of labour. 

1 Heredity- The effects of heredity are not easily explicable 
but they are very important. There arc certain classes in every 
society, the members of which are more efficient in the dis- 
charge of a particular work than those of other classes. It 
is not because their education or training, |has been different 
from others ; or that they have had better opportunities in 
their lives to improve themselves than others have had. 
There is no apparent difference in the early education, 
opportunities and environment between them and others. 
All the same, the difference in efficiency is quite apparent. 
This IS due to heredity or natural aptitude. 
j,y It IS. however, very regrettable that due attention is 
"lOt paid to natural aptitudes and inclinations of young boys , 
and girls. A boy who shows an aptitude for mechanical) 
work, IS chidgd and roughly handled because he cannot get 
very good marks m literature or philosophy Another who 
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shiws an ’*i?arly 'inclination towards literature in general, is 
cD^npelled to tal^ up a higher course in mathematics, as his elders 
fonmj^boped 'that he might be an Executive Engineer! Some 
people -fooljsji^endugb to start business without any aptitude 
'or preliminary tratndng while others with business tradition 
behind them are sometimes pushed up to occupy place which 
they cannot do with proper decorum.| ^ 

If the influence of heredity on a person's efficiency is care- ’ 
fully observed and saentihcally studied, and the knowledge so 
obtained is spread among interested people, great deal of waste 
of talent and energy will be avoided, and pitiable sights of 
failing attempts at fixing a round thing in a square hole. wiU 
become less frequent. The caste system prevailing among the 
Hindus was based upon a knowledge of the principles of heredity, 
and the object seems to have been to preserve the efficiency of 
ceftam\ classes of people in regard to certain occupations and 
other human activities The effect of heredity and raaal 
characteristics upon the effiacncy of labour is considerable 

2. Climate. The effect of climate upon the efficiency 
of labour is quite obvious A hot and damp climate ic not 
favourable for physical vigour and strength, : while a cool and a 
dry climate produces a wholesome influence upon a person’s 
physique. The effect of a tropical climate upon physical energy 
is not good ; and when heat is combinedjwith moisture the region 
becomes very insanitary. The climate of Bengal, especially of 
the eastern part is not favourable for physical dev^ pment On 
the other hand, the climate of the Punjab, of western U. P . the 
frontier and places situated near the sea. is quite favont.-iblc for 
maincertance and development of physical vigotir 

A temperate climate is certainly superior to a trupical one. 
as far as its contribution to physical efficiency is concerned 
From this point of view European climate, as a whole, and 
alsojthe climate of America, is superior to that of India Some 
people maintain that a climate which is favourable for the 
development of physical powers of people, deadens theirj 
finer and nobler instincts ; while that which is not very^ 
favourable for physical growth is more congenial for the 
■unfolding and expression of inner faculties. Be that as it 
may, but there is no denying the tact that the amount of work, 
physical or intellectual that we can put during the cooler months 
IS mucK’greater than that which is possible during the hotter ones. 
Our climate and seasons have also made it impossible for us to 
stick to a particular routine of life for the whole year round. 
During the winter, for example, we must sleep inside a room, 
during the summer, in the open lawn or an open roof; while m the 
rainy season with its alternative dry and met days we have some- 
times to sleep in the open, at other times in verandhas or even y 
tooms//But climate alone docs not condemn a people perma^ 
nently in regard to anything There are so many other factors, 
■which have to be taken into consideration, whxh mote than 
counteract the influences of an unfavourable climate. And _ 
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:heneven climate caa be modified, to some extent at least, 
by human igenuity. 

3. Availability or otherwise of necessaries of life- This 
b the most important factor in determining the efficiency of 
labour. A person belonging to the best stock and residing in a 
country with the best oi clitnatey cannot display any efficiency 
if he does not get enough food to cat, good water to drink, 
adequate clothing to cover himself against the inclemencies of 
the weather, and has no decent and comfortable house. These 
are elementary requirements of life which, if available, maintain 
and improve a person's efficiency ; but if not available he is 
bound to grow weak and emaciated and consequently inefficient. 
The quantity and quality of food necessaiy for an individual, 
the amount of clothing and the nature of shelter arc mainly ' 
determined by the climate of the country The amount of food, 
and its quality should be such that it can maintain a person’s 
natural growth ard enable him to develop his physical and 
mental faculties. The amount of clothing necessary in a warm' 
climate is much less than that needed in a cold climate. 
Mahatma Gandhi has been doing very well for a pretty long 
time with only a loin cloth and a chadar ' The nature of 
shelter IS also determined by climate More durable buildings', 
are necessary in cold countries where severe storms blow every 
now and then and snowfalls are frequent. Much less durable 
houses can serve the purpose m a hot or warm country, 

4 Influence of the mother and home It a person comes out 
of a good stock, resides a country with a good climate, and has 
also a fair proportion of necessaries, he has all the requirements 
ot an efficient primitive life. These factors are equally neces- 
sary for the efficiency of animals We now discuss those factors 
which are peculiar to man as distinguished from other animals. 
One IS, the influence of the mother and the home. When a 
child is born, he knows nothing and nobody. There is only a 
sense of ph3'sjcal discomfcrt. now and then, which makes the 
child cry. The rest is a big void and confusion. But out of this 
jfonfusion one thing which emerges, first indistinctly then more 
distinctly, is the image of a certain thing, brooding over it again 
and again — and that image is that of the mother// From that time 
‘^rwm'ift,*chi ‘hit '-Jiilih •gwwi> •nfccfuHitfytn a^i. unb rs-sent to 
school, the mother’s influence remains supreme and constant. This 
is the first school where a child receives his first training. The 
mother continuously directs, trains, and instructs the child and the 
response is quick and intclhgcnt A well trained and educated 
mother determines and moulds to a great extent the future of a 
child The importance of female Question acquires still greater 
significance when this point is kept m mind If you educate a 
boy, you educate one person ; but if you educate a girl, you educ- 
^■^le a whole future family, 

5 Education Education is necessary to bring out the best 
in man and to enable him to take an intelligent interest in things 
around him. Realising its importance leading nstions of the 
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world have not left the imparting of primary education to boys 
and girls at the discretion of then parents, but have taken this 
duty upon themselves It has been made free and compulsory by 
all important countries of the world for boys and girls above a 
certain age. India, however, is still where she was centuries back! 

The importance of primary education cannot be underestimat- 
ed. Most of the evils from which a country suffers are greatly 
diminished, even if they do not altogether disappear, when educa- 
tion becomes universal Not only primary, but technical 
education is also necessary Technical education should be of 
such a general nature that after receiving it, a person can learn 
the details of any trade or calling without any great difficulty. 
In India, while there is no provision for free and primary educa- 
tion, there is also no satisfactory arrangement for technical 
instruction./ Private individuals who wield influence and possess 
resources are more anxious to start High Schools, Intermediate 
and Degree Colleges, but do not like to devote their money, tirtle, 
and energy in starting and populansing technical echcols. We 
find a senseless multiplicity of high schools m big towns and 
ernes, but there are practically no technical schools started by 
private enterprise It is high time that activities of people who 
want to add to the existing number of high schools, are resolutely 
discouraged Provincial governments should stop giving aid to 
such institution^ and increase, instead, financial assistance to 
those of a technical character In European countries, very 
great importance is attached to technical education which 
enables a man to acquire a general control over one's eyes and 
hands For the industrial and agricultural development of a 
nation technical education is very important The present war 
has given a great impetus to technical and industrial development 
of the country On the other hand, unemployment amongst 
educated classes is increasing fast This, is then a su’table 
opportunity to give a technical and mdustrialA>ias to our educa- 
tion. The basic system of education has given promising results 
whenever it was given a fair trial as in the United Provinces. A 
bolder policy is now called for on the part of those in power. 

6. Opportunities for short or long trips. A man’s outlook 
becomes essentially narrow if he remains wedded to the place 
where he was born and bred His outlook is bound to become 
broader if he goes out of his usual surroundings and observes 
men and affairs in different environments. In all schoojs'^and 
colleges the importance of trips is recognised Ail leading 
industrialists have now begun to set apart a definite amount to 
be spent over periodical excursions for their employees The 
education of an English gentleman is not complete unless he 
takes a round of the Continent Millions of people, belonging to 
free nations of the world, undertake Jong journeys from one 
place to another, in order to see and know something of otheru 
places and countries, and thus broaden their outlook and enrich! 
their knowledge India being poor, her people, excepting Rajahs 
and Nawabs, cannot afford to undertake long jourileys. But the 
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pity IS that even those who can afford to do so, do not feel any 
urge m this direction. The Hindus of old realised the importance 
of this factor and established a number of religious institutions 
and shrines in different parts of India. They made it a religious 
duty of the peoule to go and visit such shrines. This enabled 
them to meet people of different parts of India and gave them 
an opportunity of knowing something about different parts of 
their big country and the various types and classes inhabiting it. 
Now-a-days, only old females, and a very few people, undertake 
these long journeys, but without getting the benefit latent in the 
system The majority of people do not realise its importance, 
even if rhey have the means Our schools and colleges confine 
their trips only to localities within the radius of a few miles, and 
do not like to spend any money over this important means of 
developing students’ efficiency. Our industrialists also are not 
as solicitous of the interests of their employees as their European 
and American compeers. Everyone knows the great difference 
between running and stagnant water* Then why not encourage 
the travelling habit among our people ? 

7. General outlook on life. A factor of very great impor* 
tance, but of a highly elusive nature, is the general outlook of 
a man on life and its affairs. This outlook is the resultant of a 
number of forces, more or less indeterminate, of a religious and 
political nature Some men are born fatalists. Every thing is 
done for them by fate, and nothing by themselves. They cannot 
improve their position unless fate ordains it ; and if they are 
placed in a difficult or humiliating position, they either silently 
bear it, or curse their fate for having placed them m that 
position Such an outlook does not create a desire in man to 
be up and doing. Wrong interpretation of religion has had much 
to do with this mentality, but political and social influences have 
also contributed much to create this apathetic attitude towards 
life. 

, - The political and social conditions in India arc not favourable 
for brightening the outlook of a large number of people There 
are caste and social restrictions, and many millions of people find 
themselves rivetted to posilions where they were accidentally 
placed ^at the time of their birth Such are the millions of 
untouctiabies mlnclia, thoug’h of "late there has been a marked 
change in their position and status due to the sincere efforts 
of the Congress Political conditions also exercise a consider- 
able influence over a man’s general outlook. An educated 
Indian suffers m his spirits at the idea that he does not belong 
to the class of free peoples of the world. An illiterate cultivator 
knows and feels that he does not belong to that class or society 
to which the high officials of the district usually belong- They 
of a different colour and compleiioii and have a different 
hiiodc of living Indians, therefore, both educated and uneducat- 
ed, suffer from inferiority complex, while people belonging to 
free nations walk with their heads erect and spirits high, and 
are ever prepared to undertake risks for their narinn_^^ 
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To sum up, a better and more correct knowledge of the 
important tenets of Hindu and Muslim faith i« one great 
necessity; the slackening of social bonds and social rigour and. 
as far as rossible. ea,ual and fait onportumties to ever^- one to 
rise in the social scale is another; the improvement of India’s 
political status is the third and la«t great neces-sity, as it will 
bring about a great change in the outlook of Indians on life 
and Its affairs. 

8. Adequate capital and expert guidance. The various factors 
affecting the efficiency of labour discussed so far relate to 
matters pertaining to the labourer m his mdn idual capacity 
The'e are factors affecting f^cunetf in fceinj. The factor that 
we are now discussing affects r^ciency tn operation. However 
efficient a labourer laav be from other points of view, if 
be IS not equipped with up-to-date implements, tools and 
machinery, hjs innate efficiency cannot come into full operation. 
Give a first class labourer a third class tool, and a second da's 
labourer a first ck's tool, the output of the second will %'ery 
likely be greater than chat of the first. An army composed of 
efficient and brave soldiers but armed with obsolete weapons of 
war will be surely defeated by another army composed of le«s . 
individually efficient and brave soldiers but armed with modern 
weapons As with the army of soldiers* so with that of the 
industrial or agnculcural workers. 

Yet again, even when armed with up-to-date weapons of war 
bur not skilfully led an army will be defeated by another wbicb 
though inferior in some respects as regards equinmew is led 
by a bnlhanc general If the industrial and agncultural workers 
ate under che guidance of good end erper/eaced otgamsecs chett 
autoac would certainly be greater on account of better methods 
of production prevalent in the factory under espert guidance 

PROBLEM OF POPULATION. 

The problem of copulation is really as old as the world itself*. 
Even in \ery ancient times the large scale migrations of hordes 
of people were mainly caused by deficiency of means of sub- 
sistence at one place, and their comoarative abundance at 
anotlaeT. OutiTig, the awd pastoial stages in the hfttnry 

of man such migrations were numerous When population of 
a region grew den-e. and the means of subsistence scanty people 
began to think. seriou'^Iy of moving to a different place, ‘to fresh 
fields and pastures new’ During the agncultural stage, migra- 
tions became less frequent Agriculture can support a larger 
number of people than hunting or pastoral acuvity. But as 
time passed on, the growth of population became so large that 
people found it necessary to search after new places and are^y 
for colonisation T 

Malthusian theory of population. Thoughtful men in cs ery 
age never lost sighr of the facr tbar popu’ation had a persistent 
<!rr,a' ii prn jhe means o f subsistence One comes 



JJLBOJIR 


99 


across repeated references to the possibility, even probability, 
of a time when it might become very difficult for living beings 
to maintain their growth, if the means of subsistence did 
not keep pace with the increase m their numbers. Even -before 
Malchus wrote his famous essay on population, Hume and 
Wallace in England, Franklin m America, Botero and Artes in 
France, and several others had expressed their ideas in almost 
identical terras But not tiH Malthus wrote his essay on popula- 
tion, was this question brought orommently before the public 
eye. Godwin, an English wnter, wrote a book. ‘Political 
Justice’ in which he painted the future of mankind as very 
bright Malthus and his father entered into a di«cussiDn on this 
point, the elder Malthus supporting Godwin’s view,s while the 
younger, the author of the essay on population, vehemently 
opposing them. The younger Malthus was perhaps so much 
satisfied with the strength and cogency of his arguments that 
he decided to publish them in the form of a book. This was the 
genesis of the famous essay on population written by him 

In this essay Malthus brings out and establishes two points : 
firstly, he proves, after quoting figures from almost every known 
country of the world, that the population of every country tends 
to increase very fast, and shows a tendency to double itself after 
every 25 years if it is not hampered by any outside influence 
This increase of population he calls .m increase m geometrical 

ratio, as 1. 2, 4 . 8. 16 Secondly, he exolains that 

the means of subsistence yielded by land, although they do 
increase if rhe land is properly worked yet they cannot mcTense 
very fast, at lease not as fast as poouiation If population 
increases in geometrical ratio, means of subsistence may increase 
in arithmetical ratio, as 1. 2, 3. 4 5 

After establisiung to the best of his ability, these two pomes, 
he proceeds to derive conclusions from them They are obvious 
enough. If population increases m geometrical prigression. and 
means of subsistence in arithmetical pcogression, a time is bound 
(jto come when oopulation. however small in the beginning, will 
? QUtstnp the means of subsistence, however large at the outset 
Tt will then be a very bad time indeed The population will 
suffer in consequence of the scarcity of food- There will be 
either wars or diseases What is then the remedy ’ Malthus 
suggested that if a man did not aopJy his own remedies, which 
he calls preventive checks, then nature will be compelled to 
apply her remedies, which he calls positive checks By preven- 
tive checks he means moral restraint and the postponement of 
marriages to a later date By positive checks he means famines 
wars and epidemic diseases He. therefore recommends that 
if man wants to avoid nature’s wrath which is exhibited in the 
form of positive checks, be should begin to apply preventive 
^ checks 

"This theory, we should remember, was propounded by an 
Englishman, and had a special beating on the conditions of Eng- 
land as they existed at the time when he lived. Industrial 
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Revolution had commenced ai^the population of England was 
increasing fast advent brmachmery had displaced labour 

even in England, and a large number of people had, consequently, 
become unemployed, and so were under fed and under clothed- 
The English Poor Law was being administered in a very ineffici- 
ent and indiscriminate manner and even able bodied men asked 
for and were given relief Demoralisation had spread throughout 
the realm, and the prospects did not look very bright- The 
trans-oceanic trade of England with India and America had not 
developed till then Under such circumstances, it was not 
surprising to find Malrhus stressing the disproportionate increase 
of population as compared to visible means of subsistence at the 
disposal of England at that time. 

Earlier criticisms of the -Theory- After sometime, however. 
England's trade with India and America assumed large propor- 
tions , and the means of subsistence within her teach began to 
appear so large that Malthusian theory soon fell into disrepute. 
Even before the development of this overseas trade critics of 
the theory were not wanting , after this development, however, 
criticisms of diverse nature began to be levelled against it. They 
were directed against his both propositions as also against 
the conclusion- ^tstiy, ic began to be asserted that the tendency 
of popufc^n to Trouble itself after every 25 years was very much 
exaggerated. It was pointed out that with the spread of educa- 
tion, man's power of fecundity begins to decline So, with the 
spread of education amongst the masses, increase of population 
would automatically become less Also, a rise in the standard of 
living of most of the civilised peoples of the world would be an in- 
surance against an indiscriminate increase in numbers- A sensible 
man who did not want to lower his standard of living would 
never agree to marry, unless he was in "a position to support 
himself, his wite and future children, according to the standard 
prevalent in his society 

The other criticism was directed against his second proposi- 
‘ tion, namely, that means of subsistence increase only m arith- 
metical progression In this connection it was pointed out that, 
the problem was not that of under-oroduction, but of over- 
production The difficulty really was what to do with the large 
amount of goods that were oroduced every year, and for which 
there was not adequate demand, and not how to produce more 
goods to meet the demands of a growing population ' 

As a consequence people refused to agree with the pessimistic 
conclusion of Malthus. which was that they should either adopt 
preventive checks, that is to say, either not marry at all and 
remain celebates, or marry at a very late age, or they will have 
to suffer from such evils as famines, wars and diseases. 

Later and Modem Criticism- The propositions laid down 
by Malthus and the conclusion he based upon them w’ere soli 
startling m character that people’s attention was at once directed > 
towards them. The reactions were widely different. There 
were some who agreed with everything that Malthus wrote ; there 
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were others who did not agree with anything. These latter 
were his earlier critics. Force was lent to their wholesale 
criticism by the spectacular development of trans-oceanic ^^^de 
between widely distant lands like England and India or England 
and Australia and ‘America. There were yet others who 
were immediately set athinking and who began to study the 
problem from different angles of vision- Marshall belonged to 
this category. 

Discussing the Malthusian theory, Marshall divides it into i 
three parts. The first dealing with the increase of population ; the 
second dealing with the increase in the means of subsistence and 
the third dealing with the conclusion. Regarding the first he 
says that Malthus was right in emphasising the danger of a too 
rapid growth of population, a fact which he had taken great 
pains to illustrate from ancient and modern history of his times. 
But regarding his second proposition he says that Malthus 
underestimated the productive capacity of people as he could not 
foresee the sudden opening of the world markets to England due 
to development in the means of, transportation. With one of 
the two propositions having been proved defective, the conclus- 
ion based upon them could not be quite correct Some modification 
was therefore necessary which when made would not leave the 
future of mankind as dark as pointed out by Malthus 

This was the nature of criticism of the more thoughtful and 
the more moderate section of his critics which held the field for 
a considerable time But the beginning of the 20th century saw 
thinking men the world over again seriously discussing the 
danger of over population. A school of New*Malthusians came 
into prominence, whose votaries again began to press the two 
propositionsjaid down by the Master and bis conclusion upon 
public view.* By skilful interpretation they tried to remove the 
patent irregularities from the original thesis They began to say, 
for example, that Malthus had introduced the phrases ‘geome- 
trical progression’ and arithmeticil progression not in their literal 
sense but only to illustrate a tendency. What he really meant to 
say was that there was an inherent tendency of population to 
'Outstrip the means of subsistencc^and that if a conscious attempt 
was not made to keep it m check, the result would be disastrous 
for mankfnd. Besides the postponement of marriage to a later 
dace or gmng it up ai'cogeffier, they now openi'y recommena’ the 
adoption of contraceptive methods, better known as methods of 
birth control They do not regard this as vice and >^o they differ 
widely in their outlook and methods of reform from others more 
orthodox or religiously minded 

It IS an admitted fact, however, that population has a tenden- 

to mcrease upto the limits of the means of subsistence ; nut 
man has always been fighting against natural tendencies, and 
bis progress is really measured with reference to the control that 
Me has acquired not only over external nature but also over his 
own self He can. therefore, reduce the rate of this increase 
by certain self-imposed restrictions, and there is no reason why 
he should not do so. 
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Sometimes it may be necessary, for reasons of high policies, 
to bring about an increase m the -number of people residing in a 
certain country, if there are enough means of subsistence, and 
not enough people to exploit the country s resources There is 
no reason why under such circumstances the population of a 
State should not be encouraged to increase up to the point when 
It can exploit the resources of the State with the greatest 
efficiency. At this point the population will be such that 
under the existing conditions of wealth production the amount 
of wealth per bead will be the greatest- This point is called'the 
optimum point upto which population can increase advantageously. 
But when this point is reaclTcd, any further increase cannot be 
in the best interests of the nation. So an optimum point of 
population IS one below or beyond which any decrease or increase 
of population is injurious to the interests of the State as a whole 
It IS the duty of statesmen to regulate population with reference to 
the country’s resources in such a way that it may not remain much 
below or may not go much above the optimum point. It is 
difficult, of course, to determine with any exactness this optimum 
pome of population with reference to any country, as so many 
things have to be taken into consideration before coming to any 
final decision, But what cannot be accurately determined by 
deductive or inductive methods, can be roughly guessed by a care- 
ful observation of the symptoms, some of which nave been discuss- 
ed above. In Italy, for example, and also m Geimany attempts 
are being made to bring about an increase of population This 
attitude, however, does not seem to be based on purely econo 
mic grounds but is perhaps, a part of a bigger political policy. 
We now (1943; know that this attempt to increase population 
was simply a step towards preparation for war 

Soj there is no reason wby attempts should not be made, 
either to increase population, if circumstances and conditions of 
a country so demand or, sometimes to check its growth if this 
course IS considered to be iii the best interests of the country 
Preventive checks should be apohed, to which may also be added, 
under certain conditions the method of birth-control But a 
check of Dopulation is not the only remedy at the disposal of 
nation that wants to improve its economic position Side by side 
with attempts to check the growth of population, production of 
wealth should also be accelerated, so that the wealth and income 
per capita may xocseasc and the country tnay mcrease j.d 
prosperity m a short time. < 

position 

The theory is, however, perfectly applicable to Indian condi- 
tions today, even more than it ever might have been to those of 
England in the beginning of the 19di century We know only 
too well that the population of India has increased almost by ,■ 
leaps and bounds During the decade ending 1931 the mcreasd 
was as great as the whole population of great Britain ! Between 
10-^1 and 1Q41 the increase was. about 40 millions! This large 
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increase is not accompanied by an equally large increase in th^ 
m&ans of subsistence. In the case of England. America and some 
other European countries, the increase m wealth production has 
been much more rapid than that m population , but in India, 
although theoretically it may be said that the production of 
wealth dunngthe last two decades was a little more m proportion 
to the increase in ponulation. yet, for our practical purposes, this 
fact IS of no importance It is not merely the increase of wealth 
that has to be taken, into consideration, but also its distribution^ 
only then can we determine whether the country, as a whole, is 
in a better or a worse condition than some time back In India 
we find that the dtscributron of wealth has been very faulty, 
while the production has been very scanty. We are, therefore, 
safe to conclude that during the last two decades the position of 
the Indian masses- has deteriorated to a very great extent. 

This does not require any argument or proof. Let any one 
who has eyes to sec goto^any village even m the most prosperous 
province, and in the most prosperous district of that province, 
What he sees there will at once convince him that India’s position 
has worsened a great deal. Weak and emaciated men and 
women, half fed and half clothed, living in low roofed, kachcha 
houses, scattered here and there m dirty and dreary streets with 
no arrangements for drainage will meet his eyes. At the same 
time, he'will find quite a large number of half or completely' 
naked children roaming about aimlessly near the vilidge tank, or 
nominally looking after the grazing cattle- The high birth rates 
and equally high death rates are another proof of the deplorable 
state of things in India. Female mortality is high and infant 
mortality higher The standard of living of the people is very 
low, though It cannot be said definitely whether it is lower than 
what It was before That some people m villages, and a large 
number in big cities and towns have begun to consume articles.- 
of western make, is no correct indication of a rise m the standard 
of living It only shows that people in villages have begun to 
come in closer contact with those residing in big towns and cities, 
and have learnt sorarof their bad habits ’ It also shows that many 
neople have begun to ape the superficial manners and customs 
of the westerners or of those who can afford to spend large 
amounts of money not earned by themselves but by their 
‘iorefafners.^ 

Looking at their standard of hvmg from other points of view, 
we find thafalthough the desire to live a better life has recently 
begun to grow here and there the capacity and ability to .do so 
IS sadly lacking. They want to consume more than what they 
produce The lesult is that they are now more unhappy than 
they were sometime back 

India has not only to supoort her own 388 million people out 
p* of the produce of her land, but has also, to export every year a 
large amount of raw materials to other^orcign countries in order 
to enable her people to import those things which they either 
actually need, or for which they have, not very rightly, developed 
a demand. Land is consequently over-burdened and everywhere 
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Its yield IS diminishing in proportion to expenditure. If wc 
comnare India with England, the contrast becomes palpable at 
once. England with a population of about 4 crores is a highly 
manufacturing country. Land is not over worked and at certain 
places is actually enjoying rest^/& people are not very njuch 
inclined towards agriculture Sne exports finished products to 
the world, especially to her undeveloped colonies, and her great 
dependency. India, and gets agricultural materials and articles 
from India, her colonies, and other carts of the world. The 
wealth per head of population is increasing," and every year the 
nation invests a large amount of savings. For any surplus in her 
population, if there is any at all, there are vast colonies which are 
ready with outstretched hands to welcomd the immigrants from 
Home. ' 

In India, on the other hand, conditions are entirely different. 
She IS an agricultural country with very few manufacturing 
industries, and having to export large quantities of ratv materials 
in exchange for finished goods. Population is immense and it 
depends and subsists largely on agriculture. Land has to be 
cultivated year in and year out, and in every season of the year, 
xvithout any possibdicy of rest. As pointed out above, high 
death rates/'liigh birth rates, high female and infant mortality ate 
met With everywhere. There is no possibility of her surplus 
population settling anywhere Indians are not welcomecT by ahy 
country, not'even by those whn are never tired of calling the 
British Empire a big family, where each member has a regard and 
affection for the ocher ’ The latest instance in this regard has 
been the legislation m South Africa which keeps out naturalised 
South African Indians from certam residential localities which 
ate reserved for Europeans ' The Indian is not allowed to 
settle even in British colonies ! 

Under such condiGons is it not right to say that the theory of 
Malthus apphes perfectly to India ? As Indians did not adopt 
measures to check the growth of population, and also did not 
work hard enough to increase the means of her subsistence ; that 
is to say, because they did not apply preventive checks, positive 
checks have begun to come into operation. As a consequence, 
birth and death rates have become so high and the average age 
SC' Jlp.w. ihe wxirJd ^ AuvS-'h* .s-tvd xiw mu.tm.ury' mv 

attention to the peculiar conditians prevailing in a particular 
country at a certain time we would not be wrong if we say that 
there is a great element of truth m what Malthus said about 150 
years back. ' ^ 

INDIAN LABOUR * 

Occupations The following table shows the distribution of 
occupations pet 10,000 livelihoods, according to classes and sub- 
classes. _ J 

(a) Production of rasv materials — _ — 6:84 

(i) exploitation of animals and vegetation .* 6560 

(u) exploitation of minerals ••• •••" 24 
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(b) Preparation and supply of material sijbstanccs 1756 

(i) Industry ••• ••• — 1038 

(ii) Transport ••• ••• ••• 165 

fm) Trade ... ••• 553 

(c) Public administration and liberal arts. ... 286 

(i) Public force ... ••• ••• 56 

(n) Public administration — ••• 69 

(in) Professions and liberal arts ... ... 161 

(d) Miscellaneous ... ••• 1374 

(iJ Persons living on their incomes ... 16 

(n) Domestic service ... ... ... 751 

(ill) Insufficiently described occupations ... 503 

(iv) Unproductive •- ... ••• 104 

Efficiency of Indian labour In order to form an idea about 
the e&aency of Indian labour, it is necessary to determine the 
extent to which the factors affecting efficiency of labour, in 
general, are m operation in out country. In a previous discussion, 
eight factors have been mentioned which affect general efficiency 
of labour Let us briefly rc-examine each factor with a view to 
determine its appbcabilicy to India 

(1) The first is heredity or racial characteristics Indians come 
out of a stock which has been remarkable in the history of the 
world for its achievements. People of Northern India belong 
mostly to the Indo-Aryan race, which is well known for its 
achievements m every walk of life People of Southern India, 
either belong to the pure Dravidian race, or to a mixture with 
the Aryan race The Dravidiars assimilated Aryan culture to 
such an extent that they not only became indistinguishable m 
the course of time from their Aryan conquerors, but very soon 
began to outshine them in many spheres No one can say that 
the south is in any way inferior to the north. The keenness and 
profundity of Dravidian intellect is too well known to need any 
.detailed description. 


The other races and tribes that came into India during the 
course of her long history were absorbed and assimilated by the 
previous inhabitants and rendered indistinguishable from the 
rest Then came Muslims who belonged either to the Mongolian 
or the Semitic race, both of which have made histoiy in different 
parts of the world. They, too. settled m the country and got 
mixed with the people. They arc now quite indistinguishable 
from the other inhabitants except that they profess a different 
religion. So we can say that the matter of stocl India is not 
inferior to any country of the uorld 


(21 The second factor is climafe In this respect India may 
We said to suffer as compared to other important countries of 
ihe world. But enough has been said in this connection while 
• discussing the general effect of climate on the efficiency of 
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latour. Only one thing should not be forgotten. It is that the 
Indian cultivator is the most laborious worker in the world 
inspite of the climate. 

(3) The third factor is availability or otherwise of ntees^aries 
of h/e. The Indian labourer does not get enough food to 'eat, 
pure water to drink, adequate amount of clothing to decently 
cover his body or to sufficiently protect it against cold weather, 
and a dwelhng worth the name to live in. Under such condi- 
tions his efficiency is bound to suffer immensely. It is really a 
marvel to see the Indian labourer working as efficiently as be 
does, when we know that he lacks even necessaries of Kfe. 

(4) Then comes the inj?ucn« of the fnorter and home. The 
Indian mothers being mostly illiterate, and the Indian homes and 
surroundings, especially m the villages, bemg not upto the mark, 
Indian labour cannot derive any benefit from this source. 
On the other hand, an ilhterate mother and an uncongenial home 
and surroundmg produce an adverse effect. 

(5) As regards tdacalion^ which is the fifth factor, not much 
need be said. After about 200 years of Bnrish rule in India, 
illiteracy IS sdU enormous About 90 per cent of fbe people are 
illiterate. Tee^inical editeaUon is as much lackmg as primary 
education. Here, too, the Indian labourer suffers. 


(6) Opportunities for Iraiel are practically ml Due to STtreme 
poverty the vast bulk of the people cannot afford to leave tbeir 
places of residence. They are naturally a stay-at-home sort of 
people ; lack of good roads and their own scanty means have 
further accentuated this tendency. 

(7) The general oulloolt on life of the Indian labourer is dark 
indeed His political and social status is not worthy to be proud 
of, and the state is not very sincere or cealous to improve it 
in the right way. Labourers m other parts are demanding the 
right to live, the right to work, and the right to the whole 
produce of labour. Each one of these demands is of a far reach- 
ing character The right to hve means that a person living in an 
ordered society or state has a nght to live, that is to say, it is 
the duty of the state to support those who have been somihow^ 
incapacitated and are now quite unable to work The tights to 
work means that it is the duty of the state to provide work for 
every able bodied person when he is willing to do so. The 
duty, therefore, of reduang or removing unemployment fails 

. entirely upon the state. Then comes the right to the whole 
produce of labour It signifies that the state should see that 
employers do not deprive labourers of their rightful share of the 
wealth which they have helped to produce These three rights 
demanded by organised labourers all oi’er the world have 
been recognised to a great extent by leading countries, 
Indian labourers, not being well organised, cannot make their 
voice felt. \ 

(8) Lastly as regards the adeguaejf of Ihe atnounl of auziWart/Y 


cr imlr'jmtnfal capital, or in the matter of the larcst type qf 
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organisation, the Indian labourer is also at a very great disadvan- 
tage. His implements are primitive and the method of work 
out of date. 

^ we come to the conclusion that if Indian labour is not as 
efficient to-day as that of other important countries of the world, 
it IS not because it does not possess the capacity to become 
highly efficient. If only a few of the eight factors of efficiency 
discussed above are brought into operation, Indian labour 
will improve marvellously in a very short time. It can ve'ry well 
work under difficult and trying conditions, and can adapt itself 
to changed circumstances very readily. In 1915, when Sir 
Thomas Holland was entrusted with the duty of developing the 
leather industry of South India, he made arrangements for the 
training of Indian labourers, and he was agreeably surprised to 
find that they learnt new methods.of production very quickly. 
European obser\'ers have been equally surprised to see Indian 
labourers working so efficiently in the huge iron and steel concern 
of Messrs. Tata and Sons at Tata Nagar. The whole company, 
which IS second of its kind in the British Empire, is run almost 
entirely by Indian management and exclusively by Indian labour. 

As regards agriculture, the Indian cultivator can pick up and 
understand almost any thing that is explained and demonstrated 
before him. As an artist, he is second to none m the world. 
Indian artisans have made a name m the world which will go 
down in history, and no one in any part of the ^world has 
excelled or even equalled him m the fineness of touch and the 
delicacy of design. During the present war the Indian labourer 
has learnt to produce many things in a surprisingly short time 
and has successfully handled highly intricate and complicated 
machines. We may conclude then that Indian labour possesses 
a very great capacity to learn and to improve, provided that 
necessary steps are taken by those who are in a position to do 
so. There is nothing initially wrong with Indian labour, and 
there is no reason why Indians should suffer from inferiority 
, complex m this respect. 

Density of Population and its causes By the density of popu- 
lation we mean the number of persons living in a given area 
Density of population in any country is determined by several 
factors. 

(a) It is greater in plains where movement of men and goods 
is easier than in a hilly region where it is not so. Those Pro- 
vinces of India which have a large proportion of plains are more 
densely populated than others which comprise large hilly regions. 
Compare Meerut Division with Kumaun Division. 

(&) Then, if the soil is fertile and easily cultivable, more 
, people would like to settle there ; if it is hard and not fertile, the 
''density remains very low. A fertile soil can support a large 
population. Compare the Indo-Gaugetic plain with regions 
South of the Vindhyas, 
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(c) The area which has a trying or unhealthy chmate will not 
attract many people. Those plains which suffer from intense 
heat, or which are susceptible to malaria or other diseases, 
remain thinly populated. The deserts of Sindh and Rajputana, 
and the Tarai portion of the sub-montane region, are very thinly 
populated, 

(d) Before the advent of railways, and the construction of 
pucca roads, rivers helped in moving goods and men from one 
place to another. They also provided plenty of drinking water, 
and served as bathing and swimming resorts. For these reasons 
all ancient cities in India and elsewhere, are usually found on 
the banks of rivers and their basins are usually thickly 
populated. 

(c) Water being a very great necessity for Indian agriculture, 
the density of population tends to increase m those areas which 
are served by canals In the Punjab, those areas which were 
at one time deserts became smiling plains after the opening of 
canals and the density of population increased very rapidly. 
Such are the canal colonies in the region of the Sutlej and the 
Jhelum. 

(/) Those regions which are served by railways are more 
thickly populated than others Although the railways were 
constructed only in such areas which were already thickly popu- 
lated for other reasons, they became still more so; while fresh 
ones, which previously were either not populated at all, or were 
very thinly populated, began to show signs of increasing life and 
the density of population increased considerably 

(?) In modern tiroes, on account of the development of Indus- 
trialisation, certain areas of purely industrial nature have sprung 
up in different parts of the country Cotton industry has become 
localised in Bombay nnd Ahmedabad, jute industry in Bengal, 
near Calcutta ; iron and steel industry near Tatanagar , leather 
industry at Cawnporc and Madras, and so on These industrial 
centres have attracted large numbers of people from surrounding 
regions The percentage of labouring population to the totals 
population IS very great in such areas Other minor or subsidiary 
industries have also sprung up, and so they arc now the most 
densely populated parts of the country There are some centres 
which, though not of industrial importance, are very important 
from the commercial point of view They ser\ e as distributing 
centres, mainly because they are easily approachable and ate 
situated in a central position Such are Amritsar Delhi, Cawn- 
pore, Surat etc Naturally then density is very great as compar- 
ed to other areas 

(1) Growth of Population in India and its Density 


Year 

Nos. 

Density. 

1872 

20.61,62,000 

206 

1881 

25.38.96,000 

185 

1891 

28.73.14,000 

18} 
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Year 

Nos. 

Density 

1901 

29.45,61.000 

167 

1911 

31,51,56,000 

175 

.1921 

31,89.42,000 

177 

1931 

35.'19.86.000 

195 5 

1941 

33.80.00.000 


Density in some other countries. 


Belgium 

654 France 

184 

England and Wales 

649 USA. 

32 

Germany 

3^ Newicaland 

1T8 

Japan 

215 



Indian Cities and Villages The number of villages in India 
is more than 600,000 and that of towns and cities, over 2000- 
Only ten per cent of the total population of India bves m cines. 
the remaining 90% lives in villages. Cities whose population 
exceeds 100,W number only 36. the largest number of such 
cities being in the United Provinces- 

Migration The movements of population are of two kinds 
(a) within the country (f*) outside the country As regards 
movements within the country, it may be said that they are 
mostly due to the migration of labourers, either from one province 
to another which has a greater demand fcr industnal labour of 
a particular type ; or from rural areas to the urban areas in the 
same distnct or province, on account of better means of employ- 
ment offered by some urban areas as compared to ' \ lUages. The 
inter-provmcial migration is entirely ot an industrial character 
People go from one district to another m the same province, 
ot from one province to the other, when some industries offer 
a larger scope for employment to the industrial population 
Bombay, for example, attracts labourers, not onlv from its 
surrounding districts, but also from distant places like the U P , 
the Punjab and the Frontier Province Calcutta. Nagpur, and 
other industnal centres, also attract labour in the same way 
trom surrounding regions This labour is not usuallv of ~ 
periu-anent character Labourers leave their homes '^rly tor a 
short period. Their purpose is to earn something in a few 
years and then return to their old villages if possible vnth enough 
money to marry and purchase a plot ot land This migratory 
character of India's industrial population has a very unsettling 
effect upon her industrial development It is necessary m the 
interests of different industries that the labour population 
becomes ot a more permanent character It conditions of bviTTg 
in these industrial areas are improved, it is very liktly that 
labourers may make such places their permanent -home. In 
Ahmedabad and Bombay, mdustnal population has begun to 
••^■^sume a more permanent character. 

rrhe other mo\ ement, from rural areas of a district to the 
url^an, is very slow but steady. Big towns are increasing m 
population, not only on account of the natural increase but nUo 
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due to fresh immigrants into the city from the surrounding rural 
areas. They, too, go back to their villages, as soon as circums.. 
tances permit ; but some of them make these cities their permans 
ent home, and cut themselves away from the bonds of the joint 
family and home. Educated sons of cultivators, who get jobs iij 
various government departments and clscwherej adopt residency 
in cities, and after retiring from their service usually construct ^ 
house for themselves in the city of their adoption, which henccs 
forward becomes their permanent home. ^ 

Apart from these movements, there is no other regular ot 
methodical movement of population from one province to another. 
There are some provinces, very densely populated, and others 
which are very thinly .populated. Assam, tor example, has a 
density of only 152 per square mile ; and C, P. and Berar, of only 
160 ; while Bengal and U. P. have a density of 650 and 450 respect 
Hvely. If the question is carefully studied, and some means of 
employment are discovered for the people, it may be possible to 
induce a part of the population to move and settle m another. 
But the mere fact that one province is more thickly populated 
than another, does not necessarily mean that the pressure of 
population IS greater in the first than m the second. On the 
other hand, it may be that a province with a higher density has- 
enough resources to support even a larger population than one 
with a lower density which may have already reached its satura-. 
tion point. Suggestions for the movement of population from 
one area to another should be based upon a number of considera* 
tions. It IS possible tiiat if the important question of redistribu- 
tion of population among diflFerenc provinces and states of India 
is seriously taken up for consideration by a committee especially 
appointed for the purpose, it may be m a position to recommend 
measures of a. practicable nature. This will undoubtedly result 
in a reduction of pressure of population in several areas of the 
country which need this sort of relief 

The movement of population from India to foreign countries, 
or to other parts of the Bntish Empire, and vice versa, is not 
very important Of the total population, only about 7,50,00Q.J 
were enumerated as born in other parts of the world Of these 
about 6,00,000 were of Asiatid birth, 1,20.000 of European birth 
and about 20,000 born elsewhere. The emigration from India_ is 
approxrmateJy about 2i millions So the hahaa a£ cnigcathn 
is against India Nearly all the emigrants are residents of other 
parts of the Bntish Empire 

The problem of Indians overseas has assumed very great 
political importance on account of unsatisfactory treatment 
meted out to them by the people of these countries. This ih- 
treatment. it is said, is either based upon colour prejudice, or is 
due to the instinct of self-preservation. If it is due to the first 
cause. It is highly regrettable ; if due to the second, and so 
on economic grounds, it can be amicably settled after a free 
exchange of views between the authorities of the countries 
concerned. 
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HEALTH AND VITAL STATISTICS. 

The general conditions under which the vast mass of Indian 
population lives at present are such that the health of the people 
can never remain as satisfactory as one would wish it to be. 
When people do not have enough to eat and drink, and have to 
live in unhygienic and insanitary surroundings; also when owing 
to the apalhng illiteracy of the masses, they do not understand 
even the elementary principles of personal hygiene, the duration 
of life under such circumstances cannot be long, and the death 
rates are bound to be high. When, for any reason what so ever, 
a person becomes weak, his body becomes an abode for any kind 
of infectious or poisonous germs, which enter, settle, and thrive 
there. There are both healthy and unhealthy germs in a body. 
If the proportion of the healthy germs is large, as it always is in 
the case -of a healthy person, they destroy the unhealthy ones, 
when they enter the body. When a man becomes weak, the 
number and vitality of the healthy germs decrease. The result 
is that when unhealthy germs enter the body they cannot be 
over-powered by the weak and diminished healthy germs ; but 
on the other hand, the healthy ones are overpowered by the 
unhealthy and injurious germs, and the person falls a prey to any 
disease. The fact why a number of diseases have made India 
pjactically their home is due. in a large measure, to the reduced 
vitality of her people. 

The system of treatment of various diseases, wherever it 
exists, is mostly of an exotic character. The allopathic system 
of treatment has, no doubt, done wonders m the surgical held ; 
but in that of medicine it has not very successfully adjusted itself 
to Indian conditions. The indigenous systems of treatment, 
namely Ayur-vedic and Unani, arc in accordance with the nature 
and temperament of the people ; but they have not received 
proper encouragement from the government, and so cannot do 
that amount of good of which they are capable Inspite of this, 
they ser>'e a much larger number of people than that served 
by Allopathic system. 


-- Below arc given certain approximate figures which may prove 
instructive by comparison. 

Country Birth rate per 1000 Death rate per 1000 
of population of population 

India 36 22 

Great Britain 19 12 

France 18'8 17'5 

Germany 207 11 9 

Italy 27-8 IfrS 

Japan 33’8 21‘2 

Australia 22*9 9 4 

. ^ Newzealand 21T 87 

"^e above figures are highly significant. Our birth rates and 
rates are highest compared rvith other countries of the world. 

1 his IS a very serious state of affairs. Tbere is a great deal of 
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pain and suffering both at the time of births and deaths If the 
number of each can be reduced, the amount of pain and suffering 
will be reduced accordingly. Even if we want the same net 
increase m our population that we are having now, it can be 
achieved by reducing proportionately both the birth and death 
rates. 

Causes of high birth rates It is, however, impossible to bring 
about any reduction in these rates, unless reforms of a radical 
nature are introduced. There arc several reasons why our birth 
rates are high. The system of child marriage is responsible to 
a large extent for the high birth rate, and also the high infantile 
mortality. Young girls give birth to undeveloped children, and 
so they die at a very early age Other causes are the system 
of universal marriage, both amongst the Hindus and Muslims : 
the system of polygamy among the Muslims, and also, under 
certain conditions, among the Hindus ; the utter disregard of the 
future of the children that are brought into the world; the 
religious and social necessity of a male off-spnng ; the desire to 
bring about an increase m the number of people belonging to 
one’s religion or community and contemptuous treatment of the 
woman who has not been able to give birth to any child. If each 
of these factors is studied carefully, in all its bearings, and proper- 
remedies are discovered and applied, there is no reason wh]f 
the birth rates should not come down to a normal figure. 

Causes of high death rates The death rates are high because 
children are born who are very weak and cannot withstand the 
rigour of any season. Young mothers generally givebirth either to 
children who die at birth , or. to those who die after sometime ; 
or to those who pass a very precarious existence. Children 
who are born not of young mothers, but of developed ones, very 
often die a premature death on account of criminal neglect at 
the time of child birth, or careless nutsmg after that ; oi. ogam, 
on account of ignorance of elementary hygienic principles young 
infants and children contract diseases of an epidemic character, 
like measles, small pox pneumonia etc Sometimes, owing to 
the neglect in matters ot diet, or due to mal-nutrition, they die^ 
on account of the enlargement of liver which is a common disease 
among Indian children The high infant mortality has caused 
a great increase in our death rates But this is not the only 
reason why they are so high Even grown up men and women 
die at a premature age. on account ot causes which are ultimately 
traceable to poverty or ignorance or both Many females die 
while giving birth to children Many die of wasting diseases like 
phthisis Pardah system is also responsible to a large extent for 
the high mortality among females Also, on account of frequent 
child births, and consequent nursmg. without at the same time 
getting adequate nourishment, women become weak, and die a 
premature death. Men also die mosdy on account of w’eak bodias y 
due to mal-nutiition. poverty and ignorance t 

The total death rate m consequence becomes abnormally 
high. Herculean efforts are needed -to bring down beth the 
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death and birth rates, and only a concerted and well planned 
move both on the part of the Government and the people can 
cope with this stupendous problem. 

Average age of Indians- No wonder than that the general 
expectation of life in India is falling. It fell to 22 from 25 during 
the decade ending 1931 In Ncwzcaland it is highest, being 65 
years, in America it is 56 and 58, for men and women ; in England 
and Wales, 49 for men, and 50 for women ; while in Japan it is 47 
an^8. 

-/standard of living. A person’s standard of living is deter- 
mined with reference to requirements which are considered 
absolutely essential by him m his daily life. Without these 
requirements the individual or the class is not satisfied. So the 
phrase, standard of living, is highly vague and must differ as 
between one class or individual and another. 

Economists are of opinion that if a man is dissatisfied with a 
small number and amount of articles available for daily use, he 
■will work hard to obtain a\largcr number and amount of such 
articles If he continues to have splendid discontent, he will 
succeed in improving his material condition, effectively and soon 
This 15 why wages or salaries or other payments, ore ultimately, 
and m the long run, determined by the standard of living of 
persons getting them. If they raise their standard, they will 
either not accept, or will not be satisfied with, a small amount 
and number of articles necessary for a family’s every day life 
The standard of hvinglis therefore regarded as a vital force for 
the improvement of one’s position m life. 

This is quite right, as far as it goes, but the question arises 
how can illiterate, and poverty stricken people be asked to raise 
their standard of living without really mocking them * They do 
not know the meaning of a standard, and have no idea of a 
living They simply live and pass their time, as they cannot help 
doing that. Under such circumstances it is not easy/ to ask 
jieople to raise themselves up by their own efforts, unless they 
''are first helped by others. It does not mean that there are no 
Indians who can help themselves, and improve their position 
primarily by their own efforts. But the number of such people 
IS not very large. The majority consists of that class which will 
have to be assisted from all sides and in different ways It is 
really a vicious circle Poverty has caused a low standard of 
living ; and allow standard of living has caused poverty The 
VICIOUS circle can be broken only by joint labours of different 
parties in the country, irrespective of their political leanings. 

Effect of Social Customs. Some of our social customs are bad, 
but not all. These customs originated at a time when conditions 
were vastly different from wimt they are to-day. When they 
originated, they served a very useful purpose , but with the lapse 
of time some of them have become obsolete and now need 
giving up altogether. Othersfaeed some modifications, here and 
there, to suit changed conmtions. But it is not easy for an 
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illiterate community, either to give up altogether./ or to modify, 
such customs which have the sanction of countless centuries 
behind them. Moreover, a reprehensible tendency has grown 
among semi-educated young nacn who have received only a 
smattering of western education, to decry all old customs, 
whether good, bad or indifferent, without trying to understand 
their true import. 

This attitude does not prove very helpful. Common people 
think that it is a serious attack on their faith and culture, and 
some of them, m a spirit of challenge, stick even more desperately 
to such customs and habits. Many customs, as observed to-day, 
are very harmful to economic interests of the community; but 
the problem of social reform is much more delicate and difficult 
than that of political or economic reform. No economic or 
political reform is possible without a thorough going social 
reform. A number of social customs in their present forms xvill 
have to be given up. or, at least, considerably modified, it it is 
seriously intended to do any economic good to the people : but 
this problem should be entrusted only to those who having a 
very great respect and admiration for India’s old traditions and 
customs, feel all the same that some of them have outgrown their 
useffilness and are not, in these changed times, as suitable in 
their old forms as they were thousands of years before. An old 
social custom should be treated like an idol If ic has to be 
removed from a temple where it has been for a considerable time, 
It should be done with due revererce ard consideratioi’, ard 
without the least tinge of disrespect or mockery. 
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CAPITAL. 

harmonies and conflicts between labour end capital. By the 
term harmony we mean that state or condition when diffeicnt 
parts of a thing are in agreement with ore another. By 
harmony betweea labour and capital we mean that condition 
of production of wealth in which both contribute their respective 
quota in co-operation and concert. 

Of the different factors of production, labour and capital are. 
in modern times, of special significance. Capital, although ulti- 
mately a product of labour, has in modern times assumed very/ 
great importance. Labour alone cannot go very far without 
capital, as at every stage it needs its assistance. Without imple- 
ments and tools, an agriculturist cannot raise any crop. A 
labour, without the help of capital, will cut a very sorry figure 
indeed ! Consequently, the dependence of labour upon capital 
has. in modern times, become virtually complete. 

But what can capital alone do without labour Let there 
be any number of machines and engines, and any amount of coal 
and oil, it|is impossible for a single article to be’ produced, unless 
there are labourers to tend the machines and work the engines. 
A cultivator cannot raise a crop without the assistance of either 
the members of his family, or a number of hired labourers. At 
every stage he will need the assistance of labour, without which 
he cannot make any progress. So, the dependence of capital 
upon labour is as complete as that of labour upon capital. As 
a matter of fact, the tasks assigned to/each are such that they 
cannot be performed efficiently by the other. One supplements 
the other, and that is what we understand by the harmony bet- 
ween labour and capital, 

Upto a certain suge m the ccononuc history of man, there 
was only harmony between labour and capital as described 
above, and there was, oractically. no question of any conflict 
arising between the two A.ncrson jot a machine, and either 
began to work uDon it himself, or asked a labourer also to assist 
him, nyreturn for a certam„consideracion He and the labourer 
continued to work harmoniously together. But after the Indus- 
trial Revolution, conditions changed abruptly Iron and steel 
machines took the place of old wooden machines, and the work 
of production began to be earned on in factories, instead of in 
the homes of labourers A separate class of capitalists emerged, 
which owned all capital, and employed labour. 

When such machines began to be worked, and their out-put ' 
was sold m the market, it^roved superior, in many respects, to 
the out-put of wooden machines, worked in the old way by old 
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class of labourers The result was that after some time these 
old type of workshops had to be closed, and the labourers were 
Tctideted \dle and began to go about Ivcie and there m search of 
work in the new type of factories that had come into existence 
The dependence of labour upon capital became still mbre 
complete, *bi}t now there was an important and vital difference. 
The capital was now not owned by those who used it It was 
owned by others. Labour was formerly dependent on capital ; 
now It had become dependent on capitalists. This was the 
beginning of conflict between the two 

The treatment meted out to labourers by the new capitalist 
employers was not fair, and left much to be desired As time 
passed on, this treatment became still more harsh and inhuman 
Labourers, not finding any other way of escape, began to organise 
themselves into bodies called Trade Unions, and definitely arrayed 
themselves against these capitalist employers, in order to bring 
about an improvement in their condition of working and employ- 
ment, They wanted concessions, or rights, which the capitalist 
employers were not very much inclined to give Thus arose a 
conflict between labour and capital. 

When different parts of an organism do not work in co- 
operation with one another, the organism suffers The same 
happens m case of a conflict between labour and capita! Pro- 
duction of wealth, of which they are both important factors, 
begins to suffer 'The loss has to be borne not only by capitalist 
employers, but also by labourers If the work of production 
ceases, labourers will not get their wages, and the capitalist 
employers will be deprived of their inreresr and profits Reason- 
able men, on both sides, have begun to realise the importance 
of working in harmony with each other, and of avoiding the 
conflict as far as possible This is the position at present 
There is an elaborate machinery to preserve bettei harmony 
between the tVkO factors, and to avoid, if possible, or end. if 
necessary, a conflict between the two, if it ever arises. It is in 
the interests of both labour and capital that the amount of pro- 
duction IS as large as possible, so that each may have a substantial 
share So far there is harmony. But when the work of Produc- 
tion has come to an end, and the question of allotment of shares 
between labour and capital comes up for consideration, the 
conflict arises. Each one wants as big a share as possible This 
is the most difficult practical problem of modern times- 

Cooditions aHectiogr the growth of capital Capital is ultimate- 
ly the result of saving, which is possible only when a number of 
conditions is satisfied- Only those whose incomes are larger 
than their expenses, are m a position to save, if they like. Sun- 
posing x\i&t what IS saved is not hoarded, or later on wasted, 
but that it IS carefully invested, tve may say that there are three; 
mam conditions of saving. , 

(a) Power to save (^) Will to save and (c) Opportunities to 
save. 
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(a) Power to save- 

It IS obvious that saving is possible only when a person’s 
income exceeds his expenditure. If the income is really so email 
and insignificant that even the necessary expenses of the house- 
hold are not met out of it. the question of saving cannot arise- 
By reducing his expenditure, a man can certainly make his 
income go a little farther, but there is a limit beyond which 
expenditure cannot be curtailed. If. by reducing expenditure, 
even those necessaries of life cease-fo be satisfied without which 
health or even life itself cannot be maintained for long, there 
can be no sense in recommending it Our country is so poor 
that there are very few people whose incomes exceed their 
exrenditure Many of our cultivators arc still indebted inspitc of 
the phenomenol rise in prices due to war conditions and so there 
IS no question of any saving in their case. What holds good of 
OUT agriculturist is true of India as a whole ’When such a large 
majority of our oeople has no power to save, the amount of 
capital must be very small. Of late this percentage has begun 
to increase and consequently the amount of capital now available 
has also gone up. 


(6) WU to save. ’ 

There are cases where the power to save exists, but the will 
to save does not. Such people are called spend-thnfts Their 
incomes are larger than their necessary expenditure, but they are 
always prone to incur expenditure on items which are not really 
very necessary, and are sometimes actually useless, even harmful. 
This habit of spending unnecessarily upto one's means or even 
beyond, is highly reprehensible, especially in a poor country like 
India Those who have contracted bad habits and have deve- 
loped loose morals, always spend thoughtlessly, whatever income 
they have. Usually, such habits are found developed m those 
upstarts who have inherited large amounts of wealth and have 
not received a proper education or training from their ciders 
, But there are other cases where inotc is spent than is earned, 
"br at least the whole amount of income is spent without leaving 
any saving, not because of any bad habit or loose morals, but 
mainly because of social considerations of prestige. This case is 
more serious than the first one, and is of very frequent occur- 
rence both in towns and in villages Among many causes of the 
indebtedness of our agriculturists, one is expenditure which is 
incurred not because of its absolute necessity, but only out of 
considerations for social prestige. A cultivator, who has not 
enough even for properly clothing himself and his family, must 
spend 10, 20 or sometimes even 50 Rupees on the death of his 
very old mother or father. There are many such social occasions 
when a person does not mind even borrowing money. These 
^social practices are out of a mistaken notion, given the force and 
importance of religious commandments ; and it becomes difficult 
to induce a man to disregard them and save his money from 
useless expenditure- 
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_ (c) Opportunities to save. 

\The;?hst ^cosiditiort of saving, or of the growth of caoital, 
IS rhat^yheie should be adeQuate opportunities to save, 
wheh,^a^^an has both the power and the will to do it. 
In they 'absence of such opportunities, one feels inclined to 
spend his saving even though it may not be very necessary. 
It really requires a considerable amount of sacrifice in most 
cases, to forego a present pleassure for a future gam 
^^ture IS always uncertain. One who saves in the expectation 
ot future gain, may or may not be htmself present at this future 
dace. Even if he is wise enough not to mind very much his own 
presence or absence at this future date, there is a considerable 
amount of uncertainty regarding the security of wealth that is 
saved and kept aside for future use- It is here that the impor- 
tance and necessity of sound institutions for saving is realised. 

Banks encourage saving, in as much as they hold out a promise 
^ repay the money deposited with them on certain conditions 
at any future date. But even banks have proved m thc*p»st, 
and may continue to prdve in the future, not ab^oIuteIy secure 
institutions. As a matter of fact, there can be nothing absolutely 
secure in human affairs any where in the world. For all practical^ 
purposes however, modern banks are sound institutions which 
afford excellent ooportumeies to nave and to earn an income, 
however small uuon one’s saving. 

... There are other opportunities also which modern economic 
organisation affords to oeoDle for profitable investment of their 
savings Every Government offers interest bearing securities in 
which peoole can invest their saving There can be nothing 
more secure than these Government securities and the amount 
of interest that they yield is also not insignificant Yet again, 
there ate many provincial and local bodies and corporations that 
require money for general purposes and offer very good terms 
^the investors. Many industrial companies ate also floated 
after being duly registered, and they need a large amount of 
capital. It requires a great deal of care and discrimination to 
select industrial companies which are quite safe and sound Bnt- 
if investment is carefully made, it benefits the investor, and also 
the country which grows richer by the extension of productive 
activities 

For the growth of capital, opportunities for investment must 
be as many and as varied as possible It is the duty of the 
Gpvernmcnt of a country to see that such opportunities are mul- 
tiplied, and are made quite secure. For this purpose Govern- 
ments m different countries of the world have passed snccial 
laws to control the activities of banks and such other companies 
which carry on their operations with borrowed capital It is 
also the duty of the State to assist in different wa\s, productive 
enteroriscs started m the country, so that confidence may be,, 
' created in the public mind in regard to such nucstments \ 

') I n India such opportunities arc very few. The country 
possesses very little power to save , also on account of certain 
social customs and teUg'ous observances some of those who have 
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the power to save have to soend their saving, sometimes even 
against their will on social orsemi-religious functions. Still there 
arc peonlc, esnecially those belonging to the trading and com- 
mercial classes. uho are in a position to invest their money, it 
there are good opportunities to do so Commercial banks allow 
a very small rate of interest on fixed deposits, and so their tcimj. 
are not attractive enough to induce people to save Return on 
Government securities, though greater than on fixed deposits in 
banks, is not high enough to develop healthy, investing habit. 
The greatest encouragement tcf saying is really afforded by 
industrial activities of 3 omt stock companies started for produc- 
ing various articles. They hold out the prospect of a fairly high 
rate of return, and m 70 to 80% cases, such expectations arc 
usually fulfilled Sometimes there may be a loss too, but in tb^ 
majority of cases there is a gam ; is not only to the individual 
investor, but also to the country as a whole. A new productive 
enterprise mobilises idle wealth, and gives employment to a 
number of peonle m the country. 

We regret to say, however, that the Government of India have 
lone practically nothing to encourage this sort of investment m 
the country In Germany, the Government purchases a number 
3f shares of good companies and appoints a director, sometimes 
iven 2 or 3 as us representatives. This creates confidence it^ 
the public mind, and the required amount of capital is easily 
subscribed. Many other measures are adopted to induce those 
who have both the power and the will to save, to invest their 
money in profitable undertakings- The "policy of the Govern- 
nient of India has been mainly that of a disinterested spectator. 
It seems to prefer to leave things to the oeople themselves, at 
least in this sphere. This appears to be a reminiscence of the 
old Policy of non-interference, now given up even m Englan^ 
This is not desirable. It is the duty of the Government to come 
out with a definite plan for the industnlisation of different Pro- 
vinces to the extent that it is possible and desirable. For this 
It will have to give its own guarantiee for the safety of capital 
invested by the public in companies floated for various industrial 
purposes. This will induce even shy capitalists to invest their 
savings in industrial undertakings, guaranteed by the Government 
and gradually withdraw them from other less profitable and less 
secure forms of investments. 

From this point of view, the action of the Government of India, 
m raising the excise duty on sugar, appears to be almost inexcus- 
able. To actually penalise a growing industry, instead of encou- 
raging It. IS something which one cannot easily understand Such 
actions on the part of Government discourage people from invest- 
ing their money m Indian industrial enterprises however 
profitable they may appear to be, and may actually be, for 
sopietime It creates a suspiaon m the mind of the people that 
vVe Government does not really want industrial regeneration of 
the country, inspire of its profession, and does not like that the 
Indian investing pubhc should patronise Indian industries. The 
Government wants.- if is suspected,- that people, should either. 
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continue to lend money on the security of landed propertyi of 
continue to buy Government securities. The sooner thiS 
suspicion IS removed the better for the country and everybody 
concerned. The war time policy of the Government has still 
further strengthened this suspicion and furnished a ground to it? 
critics to widen the existing gulf between the people and theif 
rulers. 

Ffxed and circulating capital. Capital consists of all those 
material goods that help in production. These material aids to 
production are mainly divided'into two classes (o) Goods that 
are of a durable nature and continue perform their function 
of assisting the production of w'ealth over and over again, are 
classed as fixed capital. Plants and machinery, engines, railroads, 
implements and tools arc fall fixed capital. They can continue 
to perform their function for a considerable period and do not 
wear out soon (6) Goods which aid in production but arc used 
up m the very first instances, are classed^ as circulating capital. 
Seed, manure, coal, raw material used m the production of a 
finished article are all circulating capital. They wear out and 
disappear in the first act of production, and have to be renewed 
again and again. 

In different productive enterprises, the proDortion between ' 
fixed and circulating capital is different. In some industries, a 
large amount of fixed capital is necessary. In others, a large 
amount of circulating capital is required. Agriculture, as it is 
earned on in India at present, needs more circulating capital 
than fixed capital We require seed, manure and water, and 
they ate all circulating capital The implements and tools that 
are necessary, do not proportionately cost as much as the amount 
that IS necessary to be spent over circulating capital. In modern 
industries, however, the amount of fixed capital required for 
carrying on production is very ^arge, as compared to that needed 
for circulating capital. In textile industries and even mute so 
in iron and steel works, a large amount of capital has to be sunk 
in the purchase of plant and machinery and big buildings. The 
amount of circulating capital is also large enough but it is very^ 
little proportionately. 

Modern tendency in this respect is towards spending more 
in fixed capital than in circulating capital- The amount of wages 
' paid to labourers is capital but it is of a circulating nature. 
Modern tendency is to install machines which displace labour. 
More costly machines are substituted for les^ costly ones; and 
more durable and elaborate buildings, for those that are less 
durable. This process is known in industry as Talionalisation. and 
as It results in the displacement of labour, it is not very much 
liked by labourers and their leaders 

ADVANTAGES OF MACHINERY. 

It relieves %trein on human muscles. It is easier to carry a 
number of packages after loadmg them in a than to carry 
them over one’s bead. The ihtla, acting as a machinery, relieves 
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strain on human muscles In every act of production iome tasks 
are heavy and require a great amount of labour If it is of a simple 
and Toutine nature, it can be taken uo by a machine, leaving man 
free to devote his energy to other narts of (die work, more com- 
plicated but less heavy Machinery therefore economises 
labour. Some tasks are so heavy that it is imoossmle to accom- 
plish them without the help of machinery 

A ship IS loaded and unloaded by means of a crane So it 
lessens strain on human muscles and economises labour also it 
accomplishes such tasks which it would be impossible tor unaided 
labour to do The famous hammer of the Krupps m Germany 
has a falling weight of many thousand tons and can beat into any 
shape thick iron plates u»ed in the construction ot first class 
battleships and armoured otdeis -and >et ir is so delicately 
adjusted that it can be rendered out ot action any moment 
during its course of fall ' Such hea\ v tasks cannot be accom- 
plished by human energy alone 

It creates a demand for general intelligence Before the ora 
ot machinery, men used to Dctforni different kinds ot work with 
their hands and fingers, aided by simple t>pc» of implements and 
tools. So they developed a high artistic skill and a very delicate 
sense ot touch. Their ability was ot a specialised type They 
could perform only that work to which they had become accus- 
tomed but could not undertake a new one Machinery has taken 
over from men that pact of the work which required a specialised 
ability In handling a machine, they do not at present need any 
specialised knowledge, but only a general knowledge of its 
mechanism and working, and a general command over their eyes 
and hands More general intelligence is expected from them 
than special skill. 

ll removes harriers between one trade and another. With a 
general knowledge of principles of mecnanics it is now easier for 
-a man to change his trade or calling than it w-as before the intro- 
duction of machinerj. There is not much diflerence in the 
general mechanism of a machinery used tor producing cotton 
goods or that used for producing any other article of an equally 
common type. He can pick uo the few peculiarities in a short 
time. During the Great Wai.Mc Lloyd George succeeded in 
converting tailoring and even w’atch making establishments into 
factories for the manufacture of war materials, and he could, 
without much difficulty transfer all labourers from the former 
to the latter. The same thing has been done in the present war 
on a much larger scale 

f^*****‘®^ses uniformity and quantity of production There 
^an be very little difference between tw'o commodities of the 
class if both are manufactured on a machine In Wembley 
exhibition a Swiss manufacturer of watches sold a large number 
after joining the different parts of a watch m the presence of a 
customer within a few minutes Thete were about 40 or 50 
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in a few minutes and gave it m perfect working order to the 
customer. All parts ^\erc interchangeable, so that one part was 
exactly similar to the other of the same class This degree of 
uniformity is not attainable jn hand-made goods. howe\er highly 
skilled the artisan may be needless to say, the outout of a machine 
13 far greater than that of a manual labourer 

It cheapens production. With a large outout per unit of 
time, the overhead charges oer article, become almost neghble 
This makes it possible for a machine made article to be sold at 
a very cheao rate 

DISADVANTAGES OF MACHINERY 

It displaces labour and so increases unemployment. So ue 
find that the advantages of rfiachmery are numerous and 
almost overwhelming and when wc use the uord in a wide 
sense, and in its application to the world m general. it» 
advantages far outweigh its disadvantages But it w*e U'C the 
term m a restricted sense, cont-ning it only to those machines 
which are driven by mechanical power, and then keep in view 
the conditions as they prevail in India at present it cannot be 
said definitely whether the introduction of machinery has been 
and IS likely to be of any great advantage to this country 
Machinery economises labour no doubt, but toi the same reason 
it also disp'aces It It throws out ol cmolojmcnt a number of 
labourers previously engaged in earning their livebhood 

It IS Sdid by some that displaced labour is absorbed by grow- 
ing industries In the first place not all displaced labour can be 
so absorbed If it were possible, there would be no advantage, 
practically of employing machinery In the second place, the 
particular labour which js displaced may not find any employ- 
ment in machine ridden industry’, though some others may be so 
engaged If Indian labour is displaced by machines working m 
foreign countries, the question of its emp oyment does notarise.' 
Even if it IS disolaced by machines vvorkmg within the country, 
it Is auite possible that machines working in one prov’ince might 
have displaced labour working in another. So the displaced 
labour cannot find immediate employment in grow ing factories. 
Moreover, the use of machmes renders specialised ability and 
skill of manual labourers useless- Their services, therefore, arc 
not needed in mills and factories. Highly skilled artisans are not 
wanted in a mill. Only such labourers who possess ordinary 
intelligence of a general nature, are really m demand So the 
great hardship and misery suffered by displaced labour is not 
adequately compensated for. Some labourers are no doubt 
employed in factories, and this gives emoloyment to people of 
particular class, but it docs not necessarily help tbe displaced' 
labour in any way- 

It is also a2id that some labour is absorbed by the new industry 
t-arted for the manufacture of machmes themselves.- This might 
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machines are manufactured ; but it cannot be applicable to India 
where there is no mach’ne making mdustr}'. 

India IS a country which possesses a vast amount of population. 
Inch increases enormously after every decade. So, any device 
winch IS likely to render a large number of persons idle, should 
not he looked uoon w’lrh very great favour. The most trying 
time tor Indian libour was towards the end of the 18th and upto 
the middle of the 19ch century. Many Indian cottage industries 
were practically destroyed There arc some which are still 
struggling, but they have now to compete with machine made 
goods produced both in India and abroad It is therefore the 
duty of every well w’tcher of the country to encourage the 
introduction of only such machines which do not displace labour 
on a large scale If this cannot be avoided, methods should be 
devised w’hereby the displaced labour may find employment, as 
soon as possible, either in the same or m an allied industry- 
Some cottage indu«cnes should be selected for different areas 
and attempts should be made to organise these on a commercial 
scale with state aid 

It accentuates inequality of income. The introduction of 
machinery, and <o the concentration of capital in a few hands 
has. no doubt, contr’bvited to the increase of w'ealth, but it 
should be remembered that mere increase of wealth if it is not 
Uistlv and properly distributed, not only does not help the 
material prospei ity of a country, but really retards it Machinery 
has a tendenev to make rich people richer, and also sometimes 
to make poor people poorer. This is its great social defect. By 
a careful selection of industries wherebv some may be reserved 
for development in cottages. <ome in factories under private 
control and «ome under state management and ownership tins 
disadvantage can be reduced to a considerable extent* 

CAPITAL IN INDIA. 

Agricultural Capital. We may divide agricultural capital 
into tw’o classe', (a) lu c stock (6) dead stock 

(a) Under live stock wc will include only cattle, and disregard 
other animals like sheen, goats, swine and poultry., which form 
a very important pirt or agricultural live stock in other parts of 
the world. India possesses very large number of cattle, perhaps 
the largest in the w orld, estimated at about a hundred and twenty 
millions. They comprise bullocks cows and buffaloes Indian 
^riculture depends almost erclunvely uoon bullock power 
Hardly any mechanical power of any kind is used m India for 
^agricultural purposes The prosperity of agriculture, therefore 
^nist depend in a large measure upon the number and quality of 
these bullocks. Needless to say, their quality is very poor and the 
number is quite imdequarc as compared to the magnitude of the 
'■'^hen the cultivator himself has not enough to eat, and 
when he himself is passing a orccarinii*; — i-*- 
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are, therefore like him«cif. overworked and underfed He has 
very often to sell h's wliole crop in order to make certain pressing 
payments Along -w ith the principal yield of the crop, he is al«o 
compelled to sell irs by- products which usually serve as fodder 
for his cattle. In short, his cattle are no better in the«e resreers 
than he himself, and so suffer along with him 

As with bullocks, so with cow- and buffaloes- The early 
Arvans realising the great economic importance of the cow to 
a country like India enjoined upon c\ery Indian the duty of 
protecting her and her progeny For long ages the cow continu- 
ed to be held in reverence and regard, but in modern times 
the continuance of the old sv<rcm has become rather difficult 
There arc no gracing grounds for cattle and breeding is in- 
discriminate The result is that cattle have become weak and 
their Quality or breed has deteriorated Indian cows are no 
better than skeletons and do not give enough milk. The calves 
which later on develop into bullocks, being of inferior breed 
and weak constitution do not give sati-faction. Along wirh 
other causes of th's deterioration the «carcttv ot fodder and 
almost the total acscnce of gracing ground are mamly responsible 
for this deplorable state of affairs 

(fc) Under dead stock we includ-* farm buildings, wells 
granaries, enclosures, implements tools etc In India there is 
verj little capital ot this kind eveert weiis and implements 
and tools mosth of the primitive and simple tvre The Govern- 
ment have constructed irrigation canal- at a capital expenditure 
of several ccores ot rupees Thev are <o unique and important 
that we will discuss them under a separate head Unlike the 
English landlords the Indian caHunrfrr-, have not conrnbu'el 
any thing m this direction Thev have never cared to spend 
anything irom rncir pocket* towards the permanent improvement 
of their land Th.»v cop’ine their activities only to realise rent 
from their tenants in as large amount- a* possible, and pay the_ 
fixed, or settled amount of revenue to the Government every" 
year So there are no farm building-^ or granaries or enclosures 
of any durab.e nature anv where in India Numerous well', 
however, have been sunk in areas inhere water is available at a 
fair, depth in the suD-soil They are both pucea and laehha. 
A itncAAa well IS a verv crude arrangement of getting sub-soil 
water. The ciilrisator himself the male members of his family, 
and some times a few labourers. — all work together and dig 
a circular hole big enough to let a leather beg (charas) pass 
m and out freely without touching its sides The <ides are 
protected from tailing bv a circular net work made of wickef 
and fixed all round the hole as clo'-ely as possible. The hole 
15 dug down to a depth where water becomes frcelv available^ 
This IS a lochha which docs nor last usually for more 

than a few seasons, un’ess repaired now and then and the wicker 
work renewed ard replaced practically every year 
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“lupply con^cqiicntlj’ more regular, uniform and plentiful 
It costs between 2 to 5 hundred rupees, 'ometimes even more 
the cost depending upon the distance of the subsoil water from 
the 'Utface, and the nature and quality of the structure Before 
the construction of canal®, wells w’ere the exclusive source of 
artificial irrigation m the plains of Northern India . but alter 
the construction of canals, their imoorcance diminished, m the 
areas served by them. Even now about one third of the cultivated 
plain of Northern India is irrigated bv means of such wells 

Apjrt from permanent improi ements. agricultural machinery 
forms an important rart of agricultural capital. But jt i« of a veiy 
primitive character in India. Improved and modern type of 
agricultural machinery has not come into use It is found only 
on Government dcmoii'tration farms or on the private farms 
of zamindar^ \^*ho have started agriculrure on modern lines noon 
their own plots of land Such men are still very few Primitive 
type of implements are mostly in use throughout the country 
and thev are not costly. Their total value sometimes does nor 
rise above Rs 25 or Rs 30 So the total agricultural wealth 
of the country is very small as compared to that in countries 
like the United States of America and England 
^ Hoads Roads should be classed under national capital as 
distinguished from individual capital The construction of 
roads was the first attempt made bv mqn to make his own 
passage and that of his good® easy from one place to another. 
Before the era of roads goods used to be carried on pack 
animals, and man used to go about on foot from place to place. 
A road was necessary for any wheeled conveyance The 
bullock cart could not ply without a <ec path way kachha 
or Pueca Knclihn roads were numerous even in the earliest 
times . but when an ordered <y>tem ot Government v,as estaohvh* 
roads al<o began to be constructed 
xyimpo rtaoce ^ of_. Road s. The importance ot roads in a country 
•or long”" oi'stances^'inic India is very great Although the 
external trade of India is quire considerable — about 600 crores 
of rupees per annum— her internal trade i® much more impor- 
tant than the external one In this respect India resembles 
the United States of America more than any other country 
The latter, «tiU mainly agricultural, is a country of even greater 
distances than India . and het internal trade is much more 
important than her cxtcrn.al trade But if we compare the 
mileage of roads in the United States of America with that in 
India, we find that our country is practically nowhere The 
total length of roads m India is — 


Metalled roads 84 000 miles, unmetalled roads 232 000 miles 
the United States of America the figures are surfaced roads 
o niiles ; graded roads 700,000 miles , non-meralled roads 
.-j000,TO0 miles ! • The densitv of population in British India is 
about 250 to the sq mile, while it is only 32 m the United Stat‘»' 
of America. But the mileage in India fore\erv lalK i 
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We rmy divide roads into four clas«es (a) asphalted, (h) pncca, 
or l^nlar [e) lachhfi and )d) footpaths The length of and 

or metalled and iinmetallcd road^ has been giv'en above , 
but the figures for a<phalted roads and foot oaths are not detmi- 
tely known. Foot paths may not be regarded of very great 
importance by those who live jn cities , but iheir imoortance to 
those who live in villages and have to mov’e from one village ro 
another, IS veiy great Very often there is not even a foot path 
connecting one village with another The absence of foot oaths 
IS not due to the insignificance of traffic but because it is diffi- 
cult to establish a permanent route between two such places 
without tresoassmg on other man s lands which cannot be easily 
allowed 

The policy of the Govcinment in the matter of construction 
of roads has not been very systematic Owing to the very great 
interest, military financial and commercial, of the Government 
in the railways roads received only a step-motherly treafment, 
.and were consequently neglected It was only after the develop- 
ment of motor traffic that their imoortance began to be recognic- , 
cd From this time onwards, toads began to improve and motor 
traffic, both of a private and commercial character, began to 
develop very rapidly The number of motor cars and motor 
buses in every city has increased very rapidly, and for short 
distances motor journey Ins become much more popular than 
railway journey The total number of .all classes of motor 
vehicles running in British India uo to the end of March l939 
was 15® 245 'including 39 922 heavy motor vehicles— lorries, buses 
cre 

Asa matter of fact one of rhe most outstanding. recent 
economic develonment*. nor onlv in India, bur m the whole 
world has been in the matter of the growth of the .automobile 
In the beginning of the 20th century a motor car was a curiosity, 
nor only in our country, but al«o in the greater part of Eurooc Bu^ 
at the end of 1939 there were no IC'S than 45 million automobilesr 
of which about 35 millions were in the United States ' In the 
beginning of the century, America produced only 3 000 cars every 
year, m 1939 the production wis approrvmatcly 5 millions' Ir 
has already become the leading industrv ot America measured 
by the value of its utoducts 

So on account of the development of motor traffic, the condi- 
tion of roads began to improve in India also. A Committee for 
the imorovcment of Indian roads was appointed by the Govern- 
ment of India under the chairmanship of Mr Jayakar m rhe venr/- 
19'’8. In accordance with the mam recommendation of this 
Coramutee the Indian Finance Act of March 1929 introduce^, 

an increase m the imnort and e«ise duties on motor smrit fronl 

4 to 6 annas per gallon This additional tax of 2 annas per gallon 
was to be utih/ed for the maintenance and development of roads. 
While all that is being done to improve the condition of pueea 
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does not so urgently require first cla'-s roads wnich may 
tacditate long oi shoit distance motor tcaftic, as slie needs in the 
first place, such •puccu roads which may connect a big village to 
the Tthsil or the district head quarters , and m the second place 
such kuchcha roads which may make passsge to and from one 
village to another village Tehsil. or district possible all the 'ear 
round. During the rams, it becomes impossible to go in and out 
of a village. The approaches leading to it get covered with water 

and It becomes impossible to go in or come out ot it, except by 
wading knee-deep through water The lot of the inhabitants 
of such villages cannot be improved even if all pwcca roads in 
India arc asphalted and made more comfortable for motor 
tourists. What really they want is simply a passage in and out 
of their village If this is done it will do the gieatest good to the 
greatest number 

Railways. Many remarkaole inventions have been made in 
the world during the last 150 >ear» and more, some of them of a 
very far reaching character, but nothing . perhaps, has been more 
remarkable than the invention of the steam engine Steam as a 
power, is really very cheap It can be harnessed to a variety, of 
uses So when the steam engine began to be utilised for purposes, 
of locomation, the railway era commenced 

The railway were first started m England then m Europe and 
America, and lastly m India, after Lord Dalhousie hail sent 
several minutes to the Directors of the East India Company. 
They gave their consent, but a great difficulty arose m getting 
the necessary amount of capital for the construction of railways. 
The cost of engines is certainly considerable, and that of the 
carnages is also not inconsiderable but the largest amount of j 
money has to be spent over the construction of the rail road- 

India was, till the middle of the 19th century, almost an un- 
explored region, especially as viewed by Englishmen of that day 
h was known as a country of Thugs, the Pmdanes. the Bengal 
tiger, the crocodile, the cobra, and a not very friendly people, 
who could at any time rise up in rebellion against the Englishman 
who had not secured Ins footing very firmly. Under these 
conditions, it was not easy for the Government of India, or for 
xA 'I’ne Company, to mdtite due Eng'ii^n 

capitalist to invest his money for the construction of railways in 
this country Conditions in India were so unsettled that there 
w’as no question of raising money fortius purpose in this country 
Accordingly, the English capitalist had to be completely satisfied, 
-and the conditions that he imposed before finally agreeing to 
invest his money in the enterprise had to be accepted. The 
,moit important of bis conditions was that of a guarantee of a 
l^^turn of 5 per cent on his capital It was a high rate, higher 
^an what could be earned in England at that time, but the 
Government of India v as keen on opemng certain railway lines 
m the country, and that too as soon as possible Perhaps military 
strategy demanded It or there initfhr b» c. > 
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comoanies were registered m England, about £60 million were 
subscrioed for the purpose anJ construction was taken m hand. 

When a high rate of interest is guaranteed by such high 
authorities as the Government of India and their superiors m 
England, it is clearly in the interest of the capitalist to invest as 
much monej in the undertaking as possible He would not mind 
even borrowing from some one at a lower rate .of interest and 
then invesc iti at a higher rate That WaS what actually happened 
in England. Attracted by highly advantageous terms the English 
capitalist grew anxious to invest as much as possible- Those 
who were in charge of railway construction in India were not 
particularly anxious to practise economy They paid large sums 
of money to English engineers, because, in the first place, Indian 
engineers were not available, and in the second place, no English 
man liked to come to India in the middle of the 19th century and 
expose himself to the fierce rays of the sun and the unknown 
and undefined dangers of the country, without charging a heavy 
sum as an insurance against all these risks The standard of 
construction that was adopted was also far m e-xcess of the 
requirements of the country Raised platforms were constructed 
even for sideway stations of no great importance, and the staff 
buildings were also of a very durable and elaborate tyoe. 

' The cumulatue effects of all these factors was that the 
amount of capital spent over the consttuction of railways 
exceeded dll expectations. When the railways began working, 
they proved, as was exocnses a hopeless failure. Not even 
the working expenses could be earned . but the guaranteed 
interest had to be paid somehow, and the deficit in the working 
had to be made good out of general revenues So the people 
had to be taxed m order to efface this deficit, and to pay 
guaranteed interest to the British investor 

The Government of India, although realising the necessity 
of pushing railway construction still further, did not like tov 
borrow’ fresh sums of money according to the old guaranteed 
system They decided to construct additional lines out of the 
revenues of the state This was essentially an uncertain and 
indefinite programme and it broke down very soon. Borrow’ings 
from England commenced again but this time on easier terms 
Without enterinj: into further minute details, it will suffice to 
say. that up to the end of l9th century almost all the important 
railway lines, at present in use m India •’ad been completed. It 
may also be mentioned that the railways as a whole, did not give 
any profit but continued to cause loss to the Government of India 
till IWl, which was the first year when profits on railways'^ 
commenced. 

E\en at the time of the first guarantee to the English coni' 
names, the Government of India had, wnth characrerstic foresight, 
got one clause inserted, which was to the effect that after the 
of 25 years the Government would be entitled to purchase 
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acquire different lines, so that at present almost all important 
railway lines ate owned by the state and most of them are also 
managed by it The total mileage of State Railways comprising 
the three gauges, broad metre and narrow was about 41,000 at 
the end of 1941 after which there was no fresh construction. 
"TlSlate rersus Company management. Differences of opinion 
arose regarding the merits and dements of state and company 
management There was no senous difference of opinion as 
regards the ownership of the railways. It was regarded as a 
good policy to acquire the various lines : but, there were some 
who did not agree with the policy of tafang over the manage- 
ment from the companies. They said that the state management 
would never be as effiaent as that of the company, that it was 
not a good policy for the state to undertake commercial enter- 
prises ; that pohtical considerations will begin to have an upper 
hand in the administration of Railways which must be earned 
on commercial lines ; and that instead of getting more profits the 
state would lose a considerable part of those that It was earning 
through the efficient management of companies. 

To this others replied that there was no reason why the state 
management should be less efficient than that of the companies, 
provided that sufficient care was taken by those who were placed 
inchargeof this important department. But even if the manage- 
ment might not be as efficient as under company management, 
other advantages would far outweigh this small disadvantage 
They also said that there was no sense m asking the Government 
not to undertake this corameraal enterprise when it had already 
undertaken several others, and with no inconsiderable success, 
Borests, canals and land, were the property of the state, adminis- 
tered directly by it ; then why not railway’ As for pohtical 
considerations it was pointed out that the railways had assumed 
so much importance that it was impossible to keep their admmis- 
tr^on aloof from political considerations. 

r Present position. The general trend of public opinion at pre- 
ifint is both for state ownership and state management. The 
Eastern Bengal Railway, the old Oudh and Rohilkhand Railway 
low meorported with the East Indian Railway, and the North 
Western Railway, were managed by the state since a long time. 
Tlbe.manft^junanr- nf. thn. Eaiu-. laihan. of, 'll R. 

Railway, and of the B B.C.I. Railway, has been taken over by the 
Government during the last few years. 

With the increase in railway traffic, a Railway Board was 
constituted by the Government of India in 1905, consisting of a 
chairman, 2 members and a secretary It was reconstituted in 
1925 and at present consists of a Chief Commissioner, a Financial 
Commissioner and 2 members The Chief Commissioner is the 
'^cretary to the Government of India in the railway department, 
ahd IS the president of the Board. Each member of the board 
IS in charge of a separate subject. It is also assisted by 5 Direc- 
tors who do a great amount of work of a loutine nature. The 
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members are thus left free to devote themselves to questions cf 
high policy. 

There are also local advisory committees functioning on all 
first class railways. Their mam work consists in bringing to the 
notice of their respective railway administration, matters affecting 
the general public in their capaaty as users of the railway. They 
constitute a valuable link between railway and the general public. 
The following are some of the more important matters m which 
these committees are interested — improvements in coaching stock 
provision of Indian dining cars ; reduction of rates and fares; 
arrangements for dealing with traffic at festivals ; supply of 
drinking water to passengers ; provision of bathing cabins at 
stations ; overcrowding in lower class carnages ; provision of 
waiting rooms for ladies and so on. 

Up to 1924 the income from railways was included in the 
income from all other sources and the expenditure was also 
determined as a part of a general programme, that is to say, the 
railway income and expenditure formed a part of the budget of 
the Government of India. But in 1920-21 Acwortb Committee 
was appointed to go into the question of railway administration. • 
It recommended the separation of railway budget from the 
general budget, and also made ceicam other recommendations 
In pursuance of these recommendations the Legislative Assembly 
recommended to the Governor-General m Council that the rail- 
way budget be separated from the general budget. and that the 
railways should make a definite annual contribution to the 
general revenues which should be the first charge on their net 
receipts This contribution was fixed at 1% of the total capital 
outlay on commercial lines plus l/5th of the surplus profits in the 
year. This recommendation was accepted by the Governor- 
General. 

For a few years after this separation the railways contributed 
about 19 crores of rupees to the general revenues. But from 
1929 onwards, conditions became highly unfavourable. The~ 
general trade depression and the rail road competition were 
mainly responsible for the deplorable state of railway finances 
Upto 1939 the total deficit in the railway budget amounted to 
about Rs 37 crores. The financial position of Railways m India 
immediately before and during the war cannot be regarded as a 
correct index of their true position. There have been surpluses 
during these years, but they can be attributed to an increase of 
one anna in the Rupee in fares exceeding a rupee and an increase 
of 4 annas in the rupee on most commodities. Also on account 
of war conditions necessary amounts could not be spent on 
replacements, renewals and repairs. The year 1941-2 yielded a 
surplus of about 26 crores of Rupees while the year 1942-43 wa^ 
expected to yield a surplus of 28 crores of Rupees out of whicB' 
Rs. 20 crores was to be transferred to General Revenues while 
about Rs 8 crores to the dcpreaation fund. 
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*6ffecls of Railways- Railways have effected the country in 
several ways. Below are given the more important effects of 
Railways. 

(1) The character of famines has changed — India being a 
country of long distances, It is difficult to transport goods from 
one part to another. Before the construction of Railways it was 
Very difficult to transport food stuffs, from one Province to 
another by road during a famine, even when there was plenty 
of grain in one and a great scarcity in the other- The result was 
that milhons of people died of starvaaon Railways have made 
It possible to send food stuffs easily from one place to another. 
So India no longer suffers from food famines in the sense in 
which it suffered about a hundred years before. Now we have 
only money famine, but no food famine. 

(2) External and Internal trade has been encouraged. With 
the development in the means of rapid transportation, the move- 
ment of commodities has become very easy. Articles manu- 
factured in foreign countries arc now imported freely into India 
and distributed by Railways to various parts. In the same way, 
products of the country which are demanded by foreigners, are 
collected from different places by them for the purpose of export. 
India's foreign trade has accordingly increased a great deal. 
Internal trade has also increased enormously. This has resulted 
in a great equalisation of prices in the matter of commodities 
which are of commercial importance. 

(3) Railways have provided employment and training to 
many people. About 900 crores of rupees are invested in Rail- 
ways and ao it is the biggest industry of India, giving employment 
to a large number of people of different classes ana grades. 
From high Indian officials drawing salaries of several thousand 
rupees per month, to the humble coolie who earns a few annas 
every day, railways give employment to hundreds of thousands 
of people in the country. Also, there are important railway 
workshops in different head quarters of principal railways, in 
which engines and other parts are repaired. At Ajmere, in the 
B- B. C. I. Railway workshop, engines are also constructed, 
together with all their parts and accessories. Along with the 
loco workshop, there is also the carnage workshop where carri- 
ages are constructed. Thus railways also serve the purpose of 
giving high techmeal education to Indian labourers. 

(4) India being a caste ridden country, railways have succeed- 
ed, to some extent at least m diminishing the rigour of caste 
caused by inter-minglmg. People of high and low castes travel 
together n Railway compartments and while there eat and drink 
in the company of one another. 

(5) Railways are our most valuable asset. If properly 
^managed and controlled, they can yield a large income It is the 

most important commercial undertaking of the State and requites 
an ever vigilant watch 
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(6) Inspite of the great poverty of the people, numerous 
pilgrims go to sacred places aruj shcioes at stated times, and a 
large number go out for purposes of stght-seeing. This is making 
Indians travel-minded and is also broadening their outlook. 

(7; Though the trading class was present in India, as else- 
where, ever since exchange developed, that class of traders and 
commercial men which is engaged predominantly in the import 
and export of articles from and to foreign, countries, owes its nse 
only to railways, assisted by steamships. They widened the 
markets for Indian agricultural produce, and though the agricul- 
turist may or may not have benehtted by the rise in the price 
of agricultural produce that followed the advent of railways, the 
commercial class certainly reaped that benefit and became very 
rich. 

(8) Most of the Indian coal is consumed by railways. A large 
number of sleepers is demanded by railways on account of which 
timber growing has been encouraged. Iron and steel industry 
has also been benefitted by the railway demand for rails, though 
engines have not yet begun to be constructed in India except 
at Ajmere. 

There was one fa«or which used to cause considerable mis- 
giving to all lovers of India The railways ivere constructed out 
of borrowed capital from England . so an enormous sum had to 
be sent out of the country every year in payment of interest. 
This state of things has suddenly changed for the better during 
the few years of the present war. A large part of our sterling 
debt which was incurred mainly for Railway construction has 
been wiped out now and we are on the way to become a creditor 
country if we receive a fair deal from England after the war. 

It should not be forgotten however that Railways took a 
leading part in the destruction of cottage industries and in popu- 
larising goods of foreign make. Large tracts of land had also to 
be given free to the companies and they cannot be used now for 
purposes of cultivation. They have also disturbed the natural 
alignment of the plains, and have obstructed the free flow of 
water, thus causing floods and water logging The fields on' 
either side of the railway do not yield a good crop as the smoke 
and coal particles prove injurious to them There are many 
accidents due to railways and so a great loss of life. 

But with all this, the advantages far outweigh the disadvant- 
ages, and railways are a great economic and soaal asset for the 
country. 

RfiU-road competiticn. This competition is not confined to 
India alone On the other hand, it is operating all over the 
world, and mth much greater force in some countries than even 
in India. India is a country of distances ; so is America In 
these two countries the cnmretltion of road (mo'or cat', motor, 
hu'es and motor lorries) with railways is confined only to 'hort 
distances say within a radius of 50 to 60 mile'- For long distance 
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traffic, roads cannon compete with railway* on advantageous 
terms But small countries like England, France, Germany and 
Italy where the majority of traffic IS only within a radiU' of 50 
to 60 miles, — especially m En^and — are finding the problem of 
rail-toad competition very difticulc of solution. In India the 
roads run generally narallel to the railways. This is no fault 
of the roads, because they were constructed first and the rail- 
ways came ne.'tt, selecting the sSme route No body imagined 
at that time that roads would> at any time m the future, prove 
a serious rival to the railways. But this question has now 
assumed a very great importance 

As about 900 CTOies of rupees have been sunk in railways, 
they are India’s most valuable asset and a very promising source 
of revenue to the country. We cannot allow this important 
national asset to be jeopardised by any untoward cause The 
loss to railways IS a loiS to rhe nation On the other hand, the 
development of motor traffic on roads has provided a much 
needed source of investment to the petty capitalist, and a still 
mote needed avenue of employment to a large number of 
labourers, more or less skilled, who work on these buses as 
drivers and cleaners. What they gam and earn also remains 
within the country, and the money thus earned serves to support 
a large number of families throughout the length and breadth 
of the country. 

To stop this motor traffic will be almost a crime against these 
petty capitalists, many of whom have commenced thei: business 
with borrowed money, and against those tens of thousands of 
labourers who are employed as drivers and cleaners But it will 
be a still greater folly to let the railways suffer unchecked 
from this competition which is to some extent unfair also. 
•The railways have to spend large sums of money m cons- 
tructing and maintaining their routes The motor bus, on the 
other hand has not to spend anything for the construction of 
roads over which it plies, and also pays very little (as a tax upon 
petrol) for its maintenance What is needed is to devise certain 
methods whereby this competition may become less severe. 
Also It should not be allowed to remain unfair. It is also possi- 
ble that railways and roads may in future work in co-operation 
with each other, but it can be so only when all motor buses 
wr, -iwin, 'c.-t/nre inrfnfi ■iir<pem:rve ^-rovnuna’i oi ganisations, 
and then form a central organisation which may settle terms 
with the railways Foe this putoose the Railroad .Conference 
was held m April 1933. Eight resolutions were passed m this 
Conference They are given elsewhere m the form of an 
appendix 

The function of roads m future should really be to act as feeders 
to railways and to develoD traffic m tho'e regtnn« which have not 
been touched as >ec by them The rural areas offer a good field 
' .^tor the enterorise of motor bu'es and advantage should be raken 

lot It The Governments of different Provin'-C' si ould- through 

their Di'trict Boards, encourage the lo'icy of aliening certain 
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rural areas to various motor organisations for a number of years 
•wuh monopoly rights In this -way a great amount of good can 
be done to the rural areas, and the condition of kuchcha roads 
can also be improved without any extra cxoenditure on the oart 
of the local or Provincial authorities. This policy should be 
tried at least for seven years and if found successful may be 
extended and permanently adopted The outbreak of the war 
has, however, produced quite an extraordinary situation The 
Railways are now no longer anxious to attract traffic but are 
engaged m the nropaganda of a ‘travel less' campaign Most of the 
motor buses have been taken over by the Government and petrol 
having become very scarce, journey both by rail and road has 
become very difficult and trying This is, however, only a 
temporary phase That the two are potential rivals cannot be 
denied and attempts should continue to be made along old lines. 

Water Transport. The system of water transport m India 
may be divided into two convenient broad divisions (a) Inland 
waterways and (f») Manne Transport 

(a) In the matter of natural waterways. India is less favoured 
m comparison to other countries of the world- Only the rivers 
of Northern India are navigable. It is stated that there ace about 
26 000 miles of navigable waterways in connection with the great 
river systems of Northern India The Indus, the Bcahmputra 
and the Ganges, are navigable by steamers all the year round, 
or for the greater part of the year, for hundreds of miles above 
their mouths, or above the heads of navigable canals traversing 
their deltas But the development of railway traffic has led to 
a considerable decline m the steam navigation on the Indus and 
the Upper Ganges, though sufficient traffic m stones and log of 
wood IS still carried through the Ganges Canal- The Braham- 
putra IS navigable by steamers as high as Dibrugarh, and there* 
IS steam navigation on its tributary, the Surma, as far inland as 
Sylhet and Cachar. The Hooghly is navigable all the year round 
upto Nadia, and further up from July to October. 

The position of the rivers of the Peninsula is quite different. 
They flow in torrents and thus navigation is impracticable The 
rocky beds and swift current of some of the rivers, like the 
Narbuda and Tapti, are insuperable obstacles to navigation. 
The Mahanadi, the Godawari and the Krishna are indeed navig- 
able in their upper reaches,, but the traffic on them is not very 
considerable. 

The construction of navigable canals either for purposes of 
irrigation or for transport purposes was indeed attractive for a 
little time when Railways did not pay their way , but the com- 
mencement of profits at the beginning of the present century 
turned the scales m favour of Railways. There are only a few 
navigable canals to day, such as the Ganges Canal from Hardwar 
to Cawnpore. and the Buckingham Canal parallel to the East 
Coast in Madras. Also the numerous irrigation canals arey 
unsuitable as waterways, because navigation cannot be earned 
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on during the season of short supply of water without detriment 
to irrigation. Different sec of conditions and circumstances 
must exist for both the purposes. Navigation canals, if they 
are to be successful, should pass through the industrial and com- 
mercial centres which may supply them with the required traffic ; 
while canals for the purpose of irrigation, are generally circuitous 
in their course and pass through thinly populated rural regions 
to cater to the needs of cultivation 

Inspire of the physical limitations imposed upon inland navi- 
gation in India, there still appears to be some room for improve- 
ment in the existing waterways. The Industrial Commission 
recommended that the Government of India should take up the 
question and see to it that the Railway and Waterway adminis- 
trations work together harmoniously for those parts of the 
country which are served by both, and that the proposal of 
forming a Waterway Trust should receive careful consideration 
Inland waterway®, properly developed, would relieve the existing 
congestion in the Railway system and serve the needs of small 
scale transport in the country It may also be possible to adapt 
at least some of the irrigation canals to the needs of navigation. 

(&) Marine transport is of two forms, coastal and trans- 
oceanic. In the matter of external transport, India is greatly 
handicapped owing to the lack of good harbours, and her un- 
mdented coast , still she occupies a macuime position of great 
importance. As Mr. Haji remarks . “A country set like a pedant 
among the other continents of the Old World, with a coast line 
of over 4000 miles and with a productiveness of numerous 
articles of great use, unsurpassed elsewhere, is by nature meant 
to be a sea-fanng country Her ports are adequate m size and 
numbers to meet the various requirements of her products'*. 

Formerly, in the days of Akbar as ‘Moreland points out, the 
great bulk of the commerce m the Indian seas was carried in 
ships built in India ; and India had also great passenger ships, 
much larger than any m contemporary Europe, with the excep- 
-tion of the ships built by the Portuguese. But. as the ships 
were built of timber, so, with the introduction of iron built shins 
India lost her position From this time onwards the ship-building 
niiuvrry recorciei its downiaVi, fne ctiiei reasons o't w'hich were 
the improvement in naval architecture, introduction of mechanis- 
ed sea transport, the jealousy of the English shipping interests, 
and the operation of the English Navigation Acts, which were 
applied to India, as she came more and more under British 
control. 

The share of Indians in the coasting trade amounts to only 
^ per cent and in the oceanic trade to about 4 pet cent This 

p^is^really a loss of a higly remunerative branch of business to the 
[^.^untry. The total shipping earnings have been estimated at 
' Ks. 57 crores of uhich 50 crores are carried away by foreigners. 
The monopoly of the coastal trade, in the hands of an association 
of a few large British Navigauon Companies, has created a very 
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uncomfortable position for Indian shippers as well as ship-owners 
The substantial profit of over 20 percent on the paid up capital 
earned by these Companies shows that fairly high freight rates 
arc being charged to the shippers which ultimately have to be 
borne by the Indian consumers- Moreover, as the Fiscal 
Commission point out. the great disparities of rates between the 
charges on goods shioped from one Indian port to another and 
those on goods conveyed between India and foreign countries, 
handicap Indian goods in transmission in comparison with goods 
from and to foreign countries, and neutralise the natural pro- 
tection which an Industry might expect to receive m its own 
country by reason of the distance of foreign manufacturing 
centres- There were also other grievances of the Indian ship- 
owners. They were that the companies allow’ed deferred rebate . 
svstem and waged rate wars Deferred rebate system means 
that the shipping comoanies issue a notice or circular to shippers 
informing them that if at the end of a certain period (usually ' 
four to six months) they have not shipped goods by any vessel 
other than those despatched by members of the association, they 
will be credited with a sum equivalent to a certain part (usually 
10 per cent) of the aggregate freights paid on their shipments 
during that period . and chat this sum will oe paid over to them 
if at the end of a further period (usually four to six months) they 
have continued to confine their shipments to vessels belonging 
to members of the association- These devices have retarded 
the growth of Indian shipping while on the other hand the 
foreign companies have flourished orving to these devices and 
also owing to the fact that they receive subsidies from their 
Governments, British Companies enjoy a preferential position, 
while no subsidies are given to Indian Companies In addition 
to this the foreign shipping Companies also use another weapon, 
namely, heavily underselling the Indian competitors with a view 
ultimately to raise the rates to a much higher figure after des- 
troying the rivals. This state of thmgs should no longer be 
tolerated now. / / 

t of India’s population is engaged in 

. r IS the greatest agricultural necessity of 

this country. Rainfall is unequally distributed irregular through- 
out the season, and liable to failure and Deficiency. For these 
rea'ons tfre GuffunTiirenf cn* f/ftr cvstncrCty <ri7\f cilivr peopi^ Aavi? 
tried to supplement and conserve the rainfall by the construction 
of wells and storage reservoirs and bunding the streams from 
times immemorial. There are many tracts like iind, Rajputana 
and the. "outh-west Punjab, where practically no rain falls and 
cultivation is not possible w-jthout artificial means of irrigation- 
There are other tracts where rainfall is precarious, as the up- 
lands of the Deccan Certain crops, like sugar-cane and rice which ^ 
require water all the year round cannot be grown without artiXf 
Also, due to the commeiciahsation of crops ana 
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ficial irrigation- Also, due to the commeiciahsation of crops a 
increase of population the, growing of winter crops has become 
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essential, which cannot be grown due to absence of winter rain 
in India, unless there are good fadUties foe aftiticial irrigation. 

So, wc find that the necessity and impor^nce of irrigation 

has increased all the more m modern times. Tha chief advant- 
ages of irrigation are increase m the yield of crops, stable 
agriculture, protection from famines, larger railway profits m 
agricultural provinces like the Punjab, and financial gain to tne 
State. 

Varieties Irrigation works are divided under four heads m 
the statistics published by the Government of India, namely, 
canals, tanks, wells and ‘other sources’. As explained by the 
Irrigation Commission, under canals come ah works of any 
considerable size for diverting’ the water of sf-teams or r^ers and 
carrying it on to the land, and all natural depressions, the water 
of which is used for irrigation , under wells included works 
for giving access to the subterranaean suppV or to the waters or 
rivers which, ruTimng deep below ihfe leveled wa iWAV/i, PAse. 
to be lifted vertically before they can be used for flow irrigation- 
By tanks are meant those artificial works wh’ch are constructed 
for storing ram or river water when it is available for future use 
’Ocher souicos' have not been clearly defined, but consist of 
temporary bunds, lift irrigation from rivers and channels which 
ace too small to be classified as canals. 

Canal*. Canals are now regarded as the most important form 
of irrigation, and form the glory of the Indian irrigation system. 
They are of two kinds, according as they draw their supplies 
either form perennial rivers or from water stored m artificial 
reservoirs. The first kind are those which ate constructed from 
rivers rising from the Himalyas. where peroetual snow acts as 
an inexhaustible source of supply all the months of the year ; 
while the latter are mainly associated with the rivers of the 
peninsula where no such natural storage is available. The 
important examples of such works ate foond in the 3Iadras 
Presidency, the Deccan, the C P. and in Bundelkhund. "Canals, 

’ which draw their supply trom perennial rivers, may again be 
divided into perennial and inundation canals. The former ate 
provided with head-works, enabling water to be drawn from the 
river by means of some obstruction placed ih its bed, whereby 
the water may reach the height requited to secure admission to 
the canal. Within this class fall the great systems of the Punjab 
and the U P. Inundation canals have no such means of control, 
and water only finds its way into them when the natural bed of the 
river reaches the necessary height. The mo5t important inunda- 
tion canals in India are those of Smd, but they also exist m the 
Punjab and draw their supplies from the Indus and its tributaries. 
Such canals are useful only in flood times, and so irrigation 
j.^nod m their case lasts only from June to September ; while 
,7Jrmg the latter period of the year wells ate to be used for 
irrigation. The Sukkur Barrage has remedied this di set, 
because a barrage has been constructed across the Indus. Similar 
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steps ate now being taken to ttansfoim some o£ the itmndatioQ 
canals in Sind and the Punjab into perennial ones. 

Tanks Irrigation in India does not end with her canals only. 
Tanks have also formed a very important means of irrigation 
since very early times. ■ They ate highly developed in Madras 
because canal irrigation is not possible there, on account of thi 
bad configuration of the soil- They vary from storage reservoirs 
which irrigate several thousand acres, to works which irrigate 
a few acres only. Occasionally they act as regulators and storagi 
reserves for canals and sometimes their purpose is to maintain 
the water level in wells rather high. The larger tinks are 
Government works, as those m the ByoUcari areas of Madras 
and Bombay. Elsewhere, the smaller tanks ate owned by the 
village communities, or private individuals. 

Wells. Wells are a vital factor m Indian irrigation. Next to 
canals, wells are the most important source of irrigation. These 
wells are of all kinds, varyuig from mere holes in the ground to 
elaborate machinery structuces, or tubes of small botes, from 
which, by power pumping. large and continuous supplies of water 
can be obtained. Well irrigation is practised m all those places 
where the sub*soil water is near enough to be utilised easily and 
conveniently. This system is very much in vogue to different 
provinces and is the most convenient method of irrigation* About 
25% of the irrigated area is irrigated by means of this agency 
There are about two and a half rmlhon wells in various parts of 
the country. They irrigate about 131 million acres of land and 
have a capital outlay of about one hundred crores of rupees* 
Well irrigation is most highly developed in the U. P This form 
of irrigation is more efficient and useful than canal irrigation. 
The wells ate mostly orivate works, but sometimes subsidies ate 
also given by the Government. The Agricultural Department 
has done a lot to popularise tube-wells worked by small engines 
and now by electncity- The Agricultural Commission recom- 
mend Government assistance in the construction of tube-wclls 
by advancing Taqavj loans, the provision of technical advice and 
giving bonng equioment and skilled labour on payment of mode- 
rate fees. They also recommend that small co-operative societies* 
may be encouraged for sinking and workmg of wells in /tracts 
where the holdings are small, and it i« beyond the capacity of 
indmdual cultivators to construct wells. Tube wells ha\c 
proved a success in U P and have also served the purpose of 
feeding different distributaries of canals. 

In addition to irrigation by canals, wells and tanks, numerous 
temporary bunds for the storage of rainy water are constructed 
each season, and water is obtained by lifts from rivers and 
streams In the aggregate, these various sudsidiary sources 
irrigate about ten per cent of the total irrigated area Tbe 
Agricultural Commission recommend that the Agricultural and ^ 
Engineering Departments, responsible for pumping opcratior^s-.' 
should devise cheap and efficient pumps, and induce priva^ 
enterprise to undertake these works and provide a repairing 
setvnce to them. 
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Productive works. Prior to 1919, the Government irrigation 
works weje divided under three classes, from the point of view 
of financial results, namely, productive, protective and minor. 

The capital outlay on productive works was sanctioned against 
loan funds with the expectation that they would prove remunera- 
tive. Such works are found mostly in Northe^ India and 
Madras. They represent a capital outlay of about Rs. 80 crores 
and irrigate on an average ahout 25 million acres. There has 
been a steady and constant increase in the area irrigated by such 
works in different Provinces. 

Protective works. They arc not considered likely to fulfil the 
conditions of a productive work, but they were sanctioned against 
the famine fund on the ground' of their protective value So 
they are financed from the general revenues of the country. 
They are found in precarious tracts like the Deccan, because 
they were meant to ensure protection from famines. The capital 
outlay on them is about Rs. 45 crores. ‘ 

Minor Irrigation works. There arc miscellaneous works which 
'Delude all works which are not classed as productive or protec. 
tive and the outlay on which used to be sanctioned against the 
general revenues of the Government. 

Since 1921 this old classification has been given up. It is 
now Dossible to finance any work of public utility from loan 
funds, and so from this time onwards we find a great change in 
Government oohey. Irrigation became a Provincial reserved 
suDject, and all hindrances, financial and otherwise, disappeared 
Development of irrigation has proceeded succesfully As many as 
19 new schemes were soon taken m hand The greatest of these 
were the Sukkiir Barrage m Sind, the Sutlej Valley Project in 
the- Punjab, and the Saeda canal in the U P. The Sukkur 
Barragj is one mile long and is the biggest work of its kind yet 
built. Icirrigites 5 million acres The actual cost of the scheme 
amounted to much more than Rs 20 crores which was the 
estimated cost. 

_ ^The Sutlej valley project consi-ts of four wcits with ten main 
canals, taken off from above them- This multioliciry of canals 
and rivers seems a peculiar feature of the scheme The Sarda 
canal was originally sanctioned in two portions, the Sarda Kichna 
‘baiira ^alhi Oatrfi vhidie system 
embraces some 650 miles of mam canal and branches, 3,600 miles 
of aistnbutanes, and 110 miles of escapes. It irrigates IV 3 million 
acres of land. In 1925 the Secretary of State sanctioned the 
Cauiery Reservoir Project m Madras. This scheme provided 
for a large dam at Msttut on the Cauvery to store over 90,000 
million cubic feet of water Other schemes like the Bhandar 
Data Dam. the Lloyd Dam and the Nira Valley Project, have also 
been oeing carried but m the Deccan. Thus vnc find that mall 
flr^vinces new schemes were taken m hand and an ultimate area 
' .. OU million acres under Government was brought under 
irrigation- . * 

The Agricultural Commission recommends the establishment 
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of a closer relation between the Irrigation Deoartment and the 
Agricultural Department, creation of local advisory committee 
±o deal with complaints regarding irrigation matters ; the esta- 
blishments of information bureaus at Delhi, and also paying 
greater attention to irrigation research. There are also certain 
dangers associated with canal irrigation.^ It is, therefore, necess- 
ary for the engineer, the soil physicist, the agricultural chemist 
and the medical and sanitary expects to cohfer together before 
any irrigation scheme is launched. Water logging and salt 
effervescence ate the greatest dangers Soils have become 
deteriorated in the Punjab, and alkali lands have appeared in 
Bombay due to the excess pf water Water is wasted because 
the cultivator becomes greedy and impahenc about it as he is 
not certain to get it again. Due to lack of drainage arrangements, 
the soils become not only deteriorated but malarial also 
The opinion of experts regarding irrigation in India is that 
the rivets have already been utilised to the greatest possible 
extent and so canal irrigation has already reached the limits of 
extension Any further development in irrigation is now 
expected to be either through ordinary wells, or electric driven 
tube wells or water reservoirs specially constructed for storing' 
ram water. - .The total area irrigated by Government works^ 
was about 33 million acres in 1939 and the total capital outlay 
about Rs. 152 crores. The net return on this capital was 59 
per cent. * ‘ ' 

There are two methods adopted by Governments of different 
Provinces as regards the charges for water In the one, charges 
foi water are collected separately from land revenue, while in 
the other land revenue includes the rates for w.iter also 
Where, as in Sind. agncuUure is impossible without itni&tiont 
9/lOth of the assessment is regarded as due to canals But in 
U. P and the Punjab, the wafer charges are collected separately 
from land revenue The area actually irrigated is measured, 
and a rate is charged per acre according to the crop grown. Also 
high rates are charged where water is taken by 'flow' and not 
by 'lift’. 

Quite a different system, called the long lease system, isiir 
force in Bengal and the Central Provinces, under which the 
cultivators pay a small rate for a term of years whether they 
require water or not. The Government m return guarantees 
the supply of water at all moments, whenever demahded-.iitid 
thus this system makes the supply of water secure and certain. • 

. In all prevailing systems the cultivator pays only a very small 
proportion of what he gains by irrigation in the shape of charges 
for water. The rates charged vary considerably with the nature 
of the crop grown. They also vary between one province and 
.another, a^id sometimes m the province itself. The Government 
'guarantees sufficient supply of water for irrigation as availaWe^ 
If the crops fail, the Government sometimes remits the wh'Ke 
or part of the water assessment Taken as a whole, irrigation 
is offered on very easy terms and a very little part of the profits 
through irrigation is charged as water rates. 



CHAPTER X 

ORGANISATION 


Distiaction from labour. Organisation is the fourth factor 
of production which we have to discuss next. If we take labour 
in Its wide sense, organisation is not distinct from it. Labour 
is defined as any physical or mental exertion directed towards 
some economic end. So, organisation, too, can be called 
that mental exertion which has an economic end in View. From 
the purely theoretical point of view there is nothing wrong in 
this interpretation, but in our day to day affairs, we cannot take 
labour in such a wide sense. Labour is both executive and 
directive, and there is a fundamental difference in the nature 
of the two. It is difficult no doubt to execute a work, but it is 
.still more difficult to direct it. One who is in charge of directing 
a work, cannot confine himself only to one aspect of it He has 
to keep an eye all round. 


We see a number of men working at a place where construc- 
tion work is_ going There are carpenters, tile makers, 
masons, bhishiies and (jj^mary labourers They are all engaged in 
their respective tasks. There is, however, one man who is in 
charge of the whole construction work. He has to keep m mind 
the work that is being turned out by different people and its 
quality. He has to keep -a number of things m his mind at >• 
one and the same time. He has not only to fine or turn out 
a man, if his output is unsatisfactory, but be has also to decide 
whether it will be worth while to engage a given number of 
labourers, and whether it is not possible to reduce this number 
by one or two or more, or. if necessary, to increase it. He has 
to decide how many carpenters bhishites and other labourers 
should be engaged for the completion of the work within a 
particular time. He has to make arrangements for the uninterrupt- 
ed supply of bricks, lime, and other raw materials necessary for 
construction. 

The person who is in charge of directing construction 
of the house, is called an organiser ; while a^*^those who are 
engaged in its construction, are labourer^ -pjjg duty of an 
organiser is to bring about a proper and combination 

between dinerent factors of productir' an 

operation. He has to decide what land," labour or 

^rett°S!fhtirSrup^^ and he has a s 

and continuing the work. mhl ireemVe 

mfantrv. the cavalrv and air and ® genera . w 


infantry, the cavalry and air and to achieve 

^^crSSl-e'''^‘~ ..;re‘d3:raSfU as htrle 


Needless to say, it is r,ncR«>c>:p<! this 

capacity to lead or orgar- many who have 
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the capacity to execute work according to directions. Owing 
to this scarcity, organisers are paid more highly than other 
labourers. With the progress of society, productive processes 
have become very complex. We now produce in anticipation of 
the demand, and for customers whom we do not know, and have 
never seen, and who live, sometimes, at a distance of thousands 
of miles from us. Under these arcumstances it is not very simple 
to adjust the supply to the probable demand in such a way that 
there may be neither too much nor too little of the commodity 
produced for sale. 

Not only has the problem of sale become highly complex, but 
the processes of production have also become so complicated that 
It requires a high degree of ability to adopt the best and cheap- 
est methods and reject the other ones. The various factors of 
production can be combined m numerous ways, and the chief 
function of an organiser is to select that combination which is 
expected to yield the best result. If this expectation is actually, 
realised the organiser is a successful business man if not, he will 
have to make way for one whose expectations usually come out 
true. 

In modern industrial world, competition is not so much 
between land and land, labour and labour, or capital and 
capital, as it is between one organisation and another orga- 
nisation If one country succeeds in driving out another from a 
, ic*must be due mote to superior organisation of the 
. . y than to any thing else In India, for example, there is 

ough land, chat is to say, our natural resources ate not, scanty ; 
there is plentiful labour, perhaps too much of it ; and there is 
also no great scarcity of capital But what we really lack in, is 
the capacity to organise the available factors in the most efficient 
■way. When we develop this capacity, and also become free from 
certain non-economic handicaps, we can become as rich as 
any industrial or agricultural nation of the world, m a very 
short time 

Division of Labour. In very early times when man’s wants were 
very few, th^4^ily was the self-sufficing economic unit. That is to 
say, all the mat^al requirements of the family were satisfied by 
■ the work of the members themselves They did not depend upon 
the work of others.^d so there was practically no interchange 
of products. Inside famdy Cifde. however, there was, even 
then, a sort of specialis^iof' of functions or duties. One member 
coWeeted fruits from treesv®^ wild berries from bushes ; another 
caught ot killed animals Spr food the third, collected dried 
leaves ot sticks from the ; a fourth chiefly the mistress 

of the house, cooked foo^L hfff* looked after the con- 
struction 01 repair of the dwS^’ofi- ®od so on All require- 
ments of the family were sati^®d by the work of different 
memhers of the family itself, member was either 

entrusted with, ot took upon faimsellif’ ® particular task which 
he cou\4 do best. Th^ssignment to different 
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indiv iduals, accordin g to th eir capaci ties or aptitudes, is known 
,in tL cdnomicTas division of labour. 

It will be noted that division of labour m this sense is as old 
as human society. From the very beginning of creation, there 
has been a division of labour, at least between man and woman. 
Owing to the difference in physical constitution of the two, one 
is njore fitted to perform some kinds of duties than the other 
The heavier and the more difficult tasks are undertaken by man ; 
the lighter and easier tasks are left to be accomphshed by woman 
But even as between man and man, differences arise and are soon 
recognised One man in the family can swiftly climb up a tree, 
while another can take a correct aim at an animal This is 
enough to decide for them their respective duties in the family. 

In the course of time, as wants increased, it became difficult 
for a family to satisfy all its requirements by its oryn labour 
It became necessary for the head of a family to confine himself 
only to one particular activity and take the assistance of other 
members of his family in the performance of this one activity 
alone. By this time,* we should suppose, roan reaches the agri- 
cultural stage, and- handicrafts also arc fairly developed. So, 
one pefson adopts one calling and another a different one. Each 
man is helped in his own calhng by other members of his family. 
Very few wants of a family can now be satisfied directly by its 
own work; others have to be satisfied by bartering one’s own 
products for those of others. 

So, after some time there is a separation of callings as between 
one family and another, and the self-sufficiency of the family 
disappears. Division of labour, which was previously confined 
only within a family circle, now -extends to the whole village. 
Instead of the family the village now becomes a self-sufficing 
economic unit. 

What happens at this stage is that the agriculturist raises 
food grains or other necessary crops ; the weaver produces thans 
of cloth ; the shoe-maker shoes, and so on. After different families 

^produced those commodities in the production of which each has 

■specialised itself, they barter these goods with one another, 
and so with the combined effort of the village the wants of each 
family are satisfied. This is o / labour %nfo different callinqs 

Although different families adopt different callings according 
to their inclinations, the division of labour is carried on stdl 
further withm the family. A weaver, for example, does not 
perform the whole work of weaving from beginning to end, 
himself alone. He is assisted by other members of the family 
For this it IS necessary to divide the work into a number of 
processes, and then see if some other members of the family can 
render any assistance m any way. Accordingly, some processes 
which do not require very great labour, or very great skill, are 
assigned to less important members of the family, wh le those 
that require greater labour or skill are undertaken bv *he head 
of the family himself. Thus spinning is done mos, by the 


144 ELE3IENTS OP .ECOKOSUCS 

mistress of the house, the unwinding or spreading of yarn by 
smaU girls, sizing, either by the head, or the mistress of the 
family or sometimes by a grown up boy or a younger brother 
or other male or female rdative of the head of the family. The 
work of weaving proper is always done by the head. As in 
weaving, so in agriculture, carpentry, blacksmithy, sBoemaking 
and so on. Each separate calling is splitted up into a number of 
processes which are assigned to different members of a family, 
according to their capacities and tastes. This is dxusion of lalour 
into different proce^sef. 

This stage had the longest span of life. It lasted till the 
Industrial Revolution During this penod, however, there was 
a great change both in the meaning and character of division 
of labour- Before this, division of labour meant, as mentioned 
above, splittmg up a work into a number of processes with a 
view to assign particular ones to those who possessed necessary 
aptitudes for their performance. After the Industrial Revolution, 
this sort of division of labour pracacally disappeared from 
modern industrial world. The work that was previously per- 
formed by labourers, began to be performed by machines 
Consequently, it was no longer division of hlour but only specia- 
lisation of micAinery. This was the change m its meamng brought 
about by changes in the methods of production There was also 
a further change m its character. Before the Revolution, it was 
only a splitting up of the work into a number of processes. Now 
however, even these processes were sub-divided and each 
sub-process was assigned to a special type of machinery, designed 
and constructed for this special purpose. 

This is where we stand today, in the matter of division of 
labour. We. in India, have still to deal with the original type 
of division of labour, rather than with the later type, except so 
far as we have adopted modern industnal methods of production. 
India IS still mainly an agncultural country, and her methods of 
production, not only in agnculture, but in other fields of pro- 
duction also, are similar to those that were prevalant in England 
and Europe before the Industrial Revolution Only m industrial 
cities, like Bombay, Calcutta, Ahmcdabad, Cawnpore etc , where 
industrial production is earned on modern hnes, do we find 
division of labour in its new sense. 

'if. kihnjui bail, 

its advantages, not only in agncultural or industrial, but in every 
walk of life. The most important work of an organiser is to 
introduce division of labour among men at his disposal. It 
requires a very great knowledge of men to assign a task only 
to that individual who is best fitted to perform it. The choice of 
agents is always the most difficult, as also the most important, 
of the duties of any man in a position of responsibihty. Iffhis^ 
choice is properly made, and each man is entrusted only with j 
that part of tKe task for which he is eimnently fitted, the work 
will undoubtedly proceed smoothly and quickly 



oil ANISATION 


145 


- When applied to the production of wealth, division of labour 
has a peculiar importance. A careful study of economic and 
industrial development of the world will show that it has depend- 
ed mostly upon a careM and saentific division of labour in its 
various phases. The advantages may be enumerated as follows . 

Increase in skill. When a man is entrusted to perform only 
that work for which he is eminently fitted, and he continues to 
do It over and over again, after some time he acquires a great 
mastery over it. His movements become almost automatic, and 
it is no longer necessary for him to keep his mind constantly 
engaged on this task. He can afford to keep other things in his 
mind while he is doing some thin g different. When a man starts 
cycling, he has to keep his whole attention fixed in maintain- 
ing his balance. A little inattenaon may bring him into collision 
with a person or thing. After sometime, when he acquires a 
control over his movements, he can easily afford to be constantly 
talking to his friends, who are also on £beir respective bicycles, 
and the balance takes care of itself, without any conscious effort 
on the part of the cyclist. 

Economy of time and capital. When a man has to perform 
Several processes, he takes some time m leaving one and taking 
up another. This time is wasted for nothing. It can be avoided 
when a man is put in charge of only one process. In such a case, 
no change is called for, and the waste is avoided, thus resulting 
m an economy of time. The same holds true as regards capital, 
or implements and tools. With every change of process, a change 
of implements and tools is necessary. When engaged m one 
process, and using implements and tools pertaining to it, other 
tools must rernain unused. This dearly means waste. On the 
other hand, when he is engaged only in one process, he conti- 
nually uses tools and implements necessary for the purpose, and 
waste of capital is avoided. 

Invention of machinery becomes easier. As long as a work 
temams complex, it cannot be performed by a machine ; but when 
■ ’t-is sphtted up into different process— each part much simpler 
than the whole— It is time for machinery to take up the work It 
IS remarkable that some of the important machines were original- 
ly designed by workers engaged in performing only a small part 
of a complicated task. 

More scientific selection of workers With the divbion of work 
into a number of processes, it becomes easier to assign a particular 
task only to that individual who is really capable to perform it. 
Taere are some processes which require greater strength, others 
that do not require so much strength, but still they require 
adults to undertake them There ate still other which require 
pOniy the presence of a certain person and a very little amount 

physical strength In this way the process can be apportioned 
‘among men, women and children If a less skilled person is entrust- 
ed to do a work which requites greater skill, the work 
1' spoilt, causing a greatlloss ; but if a man possessing a *■ 
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degree of skill is entrusted with a work which requires veiy 
little skill, even then there is a loss, because there is a great waste 
of talent. 

Disadvantases of the dWmon of labour. Every thing has its 
dark side ; so is the case with division of labour. When it was con- 
fined among different members of a family pursuing a calling, it had 
nd disadvantages ; but after the introduction of the Domestic 
System of production in England, and still more so after the Ind- 
ustrial Revolution, the nature and character of division of labour 
underwent a great change At the tune of Adam Smith, the manu- 
facture of a pm was divided into 18 different processes, now it 
is divided into more than 80 * If a person earns his livelihood by 
performing any one of them he no doubt achieves his immediate 
object of earning money quiet all right, but it is really no great 
achievement for a man if throughout his life he does nothing else 
blit make an eighteenth or the eightieth part of a pin. 

Again, if a worker is engaged’ in the production of a whole 
article he will have a sort of inner satisfaction when he finds his 
work completed, and sees the object of his tod before him. His 
artistic sense is satisfied, and he takes a pride in the thing 
produced This is not possible when he does not produce the. 
whole thing but only a part of it. 

While engaged throughout in only one process, the worker 
cannot help 'feeling dull at the monotonous repetition of the simple 
movements of his hands or of the machine. The task becomes 
highly taxing, and his whole life becomes dull and uninteresting. 
There is also, perhaps, too much of interdependence as a result 
of division of labour. One class of labourer becomes entirely dep- 
endent upon another class If a certain thing goes wrong at one 
place, it must have its full effect on the w'hole industry, and in 
course of time all members suffer for the faults of a few. 

On the whole, it may be said that the advantages of division 
of labour far outweigh its disadvantages. The net result of the 
various advantages discussed above is that the output of the 
industry, where division of labour is introduced skilfully and, 
scientifically, is enormously increased, per unit of time, labour 
and capital, and so it can be sold in the market more cheaply 
than before the introducaon of the division of labour 

Division of labour limited by the extent of the market. The 
greatest advantage of division of labour, or of specialisation of 
machinery, is that it cheapens the product, which makes it easier 
to sell m the market With a more scientific and more thorough 
division of labour, there is a greater likelihood of the price of the 
commodity becoming still lower, but there is an ultimate limit to 
It The aicti of all production is the disposal of the product in 
the market, at a fair pnee As a matter of fact, the process of 
production IS not complete unless it has resulted m the disposa^ 
of the product in the market at a fair price f 

But if markets are not available, or, if for any reason the 
available markets are lost, there will be great disturbance in the 
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whole tield of production. When goods produced cannot be sold. 
It IS no use producing further goods, at the same speed as before 
Production will have to be slowed down. The division of labour 
already introduced, will have to be modified to some extent, in 
certain fields of production. If the loss of markets turns out to 
be permanent, some labourerp will have to be dismissed, and 
some specialised types of machines, havmg not much work, will 
have to remain idle. There will be no scope and occasion to 
introduce further division of labour, or invest money in highly 
specialised machines This can be profitably done only as long 
as there is no deficiency of markets, and goods cpmmand a sale 
at a fair price. This is the meaning and significance of the phrase, 
‘Division of Labour is limited by the extent of the market’. The 
extent of the market, of course, means the extent of the sale* of 
the coaimodity in question, in the markets available at the time 
This accounts for the anxiety of different Tiations to capture new 
markets and to keep up old ones The prospects of an industry 
depend upon the availability or otherwise of adequate markets. 
The amount of capital invested, the large scale of production 
introduced in the business, the number of labourers employed, 
and the nature and extent of the division of labour; in short, 
the entire inner structure 'of the industry is affected by the 
presence or absence of markets for the produce. If markets ace 
fewer, division of labour will have to be restricted and as a 
result of this the price of the commodity shall have to be raised 
by however so little 

Localisation of industries When a particular mdustrj? grows 
and develops specially in a particular locality, the phenomenon 
is called Locclisation of Inimtnes The Jute industry has develop- 
, ed specially in Bengal ; cotton industry m Bombay ; tea industry 
in Ascim, sugar industry in U. P. and Bihar; cultivation of 
wheat in the Punjab and Western U P, and so on. So we say 
that these different industries have become localised in the 
respective areas mentioned against their names. 

Its causes, The chief cause of the localisation of industries 
IS the suitability of the area to the development of the industry 
from the natural or climatic point of view, or some other natural 
cause. 

Let us examine the industries mentioned above, one by one. 
Jute industry has been localised in Bengal, because jute requires 
for Its growth a type of soil which is yearly washed down by 
water, and so again rendered rich after growing the exhausting 
crop once. The area where jute is grown now-a-days all gets 
covered with water immediately after the crop is reaped. 

Cotton industry has become localised in Bombay and Ahmeda- 
bad, because these places are very near the chief cotton growing 
J^^elts of India. The black cotton soil of Central Provinces, 
,n3erar and Bombay, is best suited for the growing of cotton, which 
IS the raw material for the industry. The natural facilities for a 
harbour in Bombay must have also acted as an additional cause 
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.for the selection of the locality for the industry, It is easier to 
export hea-^ cotton goods and import heavy textile machinery, 
when the place selected for the industry has also a good 
harbour. 

Tea industry has flourished in Assam on account of the 
peculiar requirement of the tea plant • namely, frequent and 
sharp showers of ram, but no standing water near the roots of 
the plants. Assam satisfies aU these requirements. The tea 
plant is grown on high sloping grounds, and the province has 
become the home of tea 

Sugar industry has developed in the United Provinces and 
Bihar because these two provinces grow the largest crop of sugar 
cane due to the suitability of their soil and climate. There being 
also a net work of railways and roads in the U. P., it is easier 
to transport the heavy raw material to the factories within a 
short period of its removal from the field 

The Punjab and the Western U. P. have become wheat 
producing areas because dieic climate is cool and dry, and meets 
the requirements of the wheat plant at the time when it sprouts, 
grows, develops, and ripens. 

So we find that industries are localised in particular areas' 
because of some natural advantages which are not present m 
other localities. Sometimes, however, industries of a minor 
cl^racter become localised for no other reason than that of the 
accident of a start. Such industries are mostly those that are 
run on a small scale, and are of the nature of cottage industries. 
The scissors making industry in Meerut, for example, cannot be 
accounted for except on this ground. The same seems to be 
true of the lock industry at Aligarh, blanket industry at Muza- 
ffarnagar, carpet weaving at Bareilly, pottery making at Mirza- 
pur, knife industry at Hathras, and metal ware industry at 
Moradabad and so on. 

Advantages. Several advantages have been attributed to 
localization of industries. 

In the first place a number of subsidiary industries spring uff 
in the locality where an important industry is localised. Conse- 
quently, It becomes possible for junior members of the family of 
a labouiet employed in the mam industry, to get jobs m the 
subsidiary industries. This helps the labourer in augmenting his 
income. Under such conditions it is even possible that a labourer 
may accept lower wages, in view of the supplementary earnings 
of other members of his family, which may ultimately go to swell 
his total income. 

In the second place, on account of a very great demand for 
different transporting agencies, special means of transportation 
develop in the course of time, m order to give increased facili^i^ 
to trade. These transporting agenaes m their turn, earn a gTepi 
deal through the localized industry, on account of a regular and 
big demand for their services. In the same way, facilities like 
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those of banking and Stock exchange, are" also provided, which 
benefit not only the industry, but lie whole locality by their 
services. On account of the constant demand of the industry 
for the requisite type of labour, large numbers of labourers begin 
to frequent it in order to get employment. This affords the 
industry a better selection and a constant supply of labourers. 
Organisers can form Employers Association and can exchange 
views on important matters with great facility, and adopt a 
common line of action on important occasions. In the same way. 
labourers can form themselves into organised Unions, and can 
safeguard their interests by coUecavc bargaining. Their children 
can learn a great deal about the technique of the industry with- 
out any special training and any speaal effort on their part. 
They can catch so many things as if from the air. 

Its disadvaQteg;«B. Some disadvantages of the localisation of 
industries are also pointed out. but they are of a minor character. 
We will mention only one which is important in our view. It 
is a fact that the locality becomes too much dependent upon one 
industry alone. If. for any reason, this one industry suffers a set 
back, there is a great deal of unemployment and misery, espe- 
cially m the tanks of labourers who mostly depend upon it, and 
among those who are employed m subsidiary industries which 
are themselves dependent upon it The only remedy is that as 
far as possible, a few independent industries should also be 
encouraged, so that the demoralization may not be so complete. 
But it is not easy for labourers engaged in an industry to gee 
immediate employment m another, when the first falls on evil 
days The disadvantage is. therefore, a real one, and deserves 
the attention of thoughtful people of the locality. 

Territorial division of labour When the principle of loca- 
lization of industries is extended to different countries of the 
world, It Is called the principle of the territorial division of labour. 
Different countries of the world ate fitted, more or less by 
nature to grow or produce different commodities, m accordance 
with their natural resourccr, their climate and soil and the 
different aptitudes of their people It is said, for example, that 
tropical countries, with fertile soil and ample water, are better 
fitted to grow agricultural produce; while countries, like 
io nUr possess a ndniiofi, amh a tropical cumate, 
but have large quantities of coal andiron, and an efficient labour 
force, should concentrate upon the production of manufactured 
articles. As division of labour between man and man results in 
an advantage to both, in the same way territorial division of 
labour can prove advantageous to different countries concerned. 

This point of view is not applicable to present day conditions 
of the world. The present tendency, for obvious reasons, is not 
' for one country to speciahse m the production of only one type 
of commodities , but it is to diversify its economic and industrial 
activities in such a way that it may not remain dependent upon 
other countries for the satisffiction of its urgent and primary 
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needs. When the whole world becomes one unit, at}d different 
countries of the world forget their mutual rivalries and jealousies, 
•which does not seem to be bkely m the near future, the principle 
of territorial division of labour may get its supporters. Till then, 
it cannot be taken seriously by any one, except mere theorists 
and internationalists. The last Great War and the present 
world war have demonstrated the danger of one country’s 
dependence upon others {or essential commodities. 

THE LAWS OF PRODUCTIVITY 

Combination of the factors of production. While explaining 
the meaning of organisation, and distinguishing it from labour, 
It was pointed out that the roam function of an organiser was 
to combine or bring together different factors of production, m 
^uch a way that the output from the productive enterprise may 
be the largest and the cheapest. This depends, in a great 
measure, upon the skill of the organiser with which he combines 
the different factors Although, apparently, there are only three 
factors of production that an organiser has to combine, m reality 
they are not three, but, perhaps, thirty, or even three hundred! 
Land is referred to as only one factor of production, but although 
the simplest of all, ic too. presents many difficulties, when certain 
problems m relation to tt prop up. 

Let us take a simple illustration. A person wants to start 
a certain business with a definite amount of capital. The first 
'question that comes up before him IS the selection of the site. 
He has to compare and contrast the advantages and drawbacks 
of different localities with one another, together with the cost 
thathe wdl have incur m each case. I/he spends moreupon 
land m the very beginning, there may not be enough left to be 
invested m machinery, or implements and tools, or stock-m-trade. 
But if he does not spend enough upon it, and selects a less costly 
but also a less frequented site, he docs not feel sure if he will get 
enough custom There may be any number of sites worthy of 
his attention, each having some advantages and some drawbacks 
So, with reference to land alone, the problem assumes a com-'" 
plicated form. 

In the same way, there are different grades of labourers who 
have to be engaged by the organiser. Some are skilled, others 
are unsViVied , but between theta there ate taau'3 tatnor gradua- 
tions. Each of these attracts his attention ; each promises 
certain advantages, but has also its drawbacks Apart from 
workmen, he has to keep other classes of labourers He has to 
appoint assistant managers in charge of different departments ; 
clerks, typists, peons, commercial agents, advertising agents, and 
so on.' He has to carefully compare the benefit that he hopes 
to derive from each, and only then make his final choice. 

Capital presents still more difficulties It is a simple enough 
term, but includes much more than is visible on the surface 
There arc many alternative types of machines which can be used 
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in the production of a particular commodity. How to apportion 
the available amount of capital in different kind of machines, raw 
materials, electric ffttings, factory plant, furniture, and other 
furnishings ; what amount of capital to keep in reserve for the 
payment of wages, for advertisements, for new experiments, and 
for contingency ; such and many other problems attract his 
attention. But this is not all. He is not only to decide els' 
between different sites of land, different grades and classes of 
labourers, and different qualities of machines, implements and 
tools, but he has also to compare the advantage of land with 
labour and capital, of labour with land and capital, and of 
capital with land and labour. 

The problem of making a final choice now assumes its real 
character and magnitude. If he makes the slightest delay m 
arriving at a decision, be is left behind in competition ; if he 
commits a serious mistake he is driven out of the business. So, 
the main problem before an otganiscc is that of a skilful com- 
bination of various factors of production, so that the commodity 
that he produces may turn out to be the best and the cheapest, 
or, at least, as good and cheap as others of the same nature in 
the market. 

The law of substitution. Before making his final choice regard- 
ing the site of land, the number, grade and class of labourers, 
'and the quality and number of machine and other things 
necessary for the prosecution of the business, the organiser has 
to reject many a site, many a labourer and many a machine or 
implement or tool He rejects that which he thinks less advan- 
tageous and more costly, and takes m that which, in his view, is 
likely to yield more and cost less. That is to say. he substitutes 
the less costly and the more efficient factor or sub-factor, for the 
more costly and the less efficient. It should not be forgotten 
that the various factors of production are not supplementary to 
one another but are also competitive. The work of labour may 
be done by capital, or the work of land may be done by labour. 

► Tor example, if It IS intended to increase house accommodation, 
it may be done cither by acquiring mote land and then construct- 
ing a smgle-storied house over it. or, by adding an additional 
story to the ejlisting house The first course requires more land 
the second more capital In this case land and capital act as 
rivals to each other They offer an alternative course to the 
organiser. The organiser, therefore, compares as minutely and 
carefully as he can, the advantages that he hopes to derive from 
adopting the one course or the other. He substitutes better 
kind of land, labour and capital for the less satisfactory, and alsoi 
substitutes, as necessity anses, land for labour or labour fori 
capital with a view to deriving the maximum amount of advan-l 
j^geftom each umt of his expenditure upon any factor or sub-i 
■^ctor of production. This tendency is known as the principle 
of substitution. ' 

The priBcipIe of diminisbtng returns. Let us suppose that 



I52 


ELEMENTS OF ECONOMICS 


after the application of a great deal of industry and skill, the 
organiser succeeds in starting his business with a perfect pro- 
portion of various factors and sub-factors of production, and that 
he attains a fair amount of success He makes as good profits 
as others of his class have been making before him, and encour- 
aged by his initial success, he decides upon enlarging it If no 
factor or sub-factor was either too much or too little at the time 
that he started the business, he will have to make some changes 
in all. the factors if he wants a proportionate increase in the 
output. But if he increases only two factors, suppose he makes 
them twice as much — hut does not increase che third, the total 
output of the business will not become double, but something 
less than that, due to the relative scarcity of the third factor. 
If he succeeds m doubling the yield of his business by doubling 
only the tn'O factors and leaving the third untouched, it wifi 
clearly prove that the quantity of the third factor of production 
was too large when the business was started. But we have 
supposed that the organiser did not commit any such mistakes 
at the very commencement of his business. So we conclude that 
if he wants to increase the output of his business proportionately 
to an increase in his investment, he will have to increase all the 
factors of production m due proportions. 

There are. however, circumstances when mspite of utmost 
efforts an organiser is not in a position to increase the quantity 
of all factors of production, l^at will be the result under 
these circumstances ? Clearly, the output will not be as much 
as it would have been if the third factor of production could 
also be increased. As illustrated above, if be doubles his in- 
vestment in the other cwo factors of production, leaving the 
third as it was before, the new output will not be double, but 
less than double The other two factors have contributed 
their own quota m the increase, and to that extent the output 
has also increased ; but the quota of the third factor remains 
exactly what it was before, with the result that the increase 
in the yield is not exactly double This is the essence of the 
principle of diminishing returns It saga that if out of eeiaral factors j> 
of production, one is not increased, while the others are increased, the 
increase in the total output tnll not be in prcportxon to the increase 
in the other factors of production, but will be less than that If the 
other factors are doubled, the increase in the total output will be less 
than double. 

Let us give another illustration to make the point clearer 
A person wants to start cloth biu>iness with a capital of Rs 10,000 
He takes a shop in the city cloth market on rent, employs 2 
salesmen, and then goes to the nearest wholesale cloth market 
and purchases cloth worth Rs 10,000 and then begins his business. 
During the course of the year, he finds that he has earned fair 
profits, and so he decides to increase the scale of his business t 
from next year. He invests another Rs 5.000, and employs 1 

another salesman in view of the enlarged scale But he cannot 

increase the area of his shop, nor can he find a bigger shop m 
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the vicinity of the old one and situated m the central cloth 
market. When he had started his business, he had no idea of 
increasing its scale so soon ; and so he had hired a shop which 
was only just big enough to decently hold goods worth Rs. 10,000. 
The shop is, therefore, already full to its utmost capacity. Nor 
can he substitute more valuable goods which may occupy less 
space, foe less valuable ones which are bulky . even at the com- 
mencement of his business he had kept in view all these things 
very mcely and accurately. 

So he finds that, although owing to a greater variety of goods 
in his shop, more people frequent it, and he commands larger 
sales, yet they could have been larger if he could only increase 
the capacity of his shop or get a bigger shop very near his old 
one. The customers first come in much larger numbers than 
before, but some of them finding the shop too narrow and not 
very comfortable to sit for more than a very short time, transfer 
their patronage to other shops. The returns to the business 
man do increase, but not in proportion to the mcrase in capital 
and labour. He increased his capital by 50« and his labour also 
by 50% or nearabout, but he was not able to increase the third 
factor M., land (mthis case represented by the area of the shop) 
to any extent. The increase in, returns therefore is not 50% 
but less than that 

If this business man invests another Rs 5,000 and engages an 
additional salesman, but even then does not change his shop, the 
increase due to the second Rs 5.000 and the second additional 
man, will not be even as much as m the case o£ the first addi- 
tional Rs 5,000 and the first additional man. In technical language 
we say that this business is yielding diminishing returns It may 
be objected that the illustration selected is such that is not 
usually met with in actual life It is very unlikely, it may be 
said that a cloth merchant hires a shop only just big enough to 
hold goods worth Rs. 10,000 in the best manner possible, and 
not big enough to hold decently further goods and accommodate 
easily a larger number of customers. 

■ ■ ' Let us, for the sake of satisfying our critics, suppose that the 
shop can hold further goods worth Rs. 5,000, and can also con- 
veniently provide room far an additional salesman and additional 
customers who begin to frequent the shop attracted by a greater 
variety ol goods. As a consequence, let us also suppose that the 
increase in his income is not less than 50% but exactly 50 p c. 
This will only prove that the amount of capital and labour 
invested in the shop was too little in the beginning as compared 
to the area of the shop Any way, if with an increase of 50 p c. 
in the amount ot capital and labour the increase in profits is more 
than 50 p. c. we will say that the returns are increasing ; if they 
are exactly 50 p c we will say that they are constant But if 
Jt^t after the first increase m the amount ot Capital and labour 
■uy 50 p. c. with the second or the thud increase in capital and 
labour the sale must cease to increase proportionately. When- 
e\er this stage aiiivcs, it -ftill have to be admitted that returns 
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have begun to dimmish. So it does not really make any differ- 
ence in the least whether diminishing returns are supposed to 
come into operation with the additional investment of the first 
Rs. 5,000 or with the second. Sooner or later, they must come 
into operation, if any one factor of production is kept constant 
and other factors continue to be increased. 

The principle of diminishing returns is an important principle 
of very wide apphcation and very great practical importance. 
It IS very necessary to understand it thoroughly m all its aspects 
and applications In our illustration we applied it to urban land, 
where it was not easy to acquire more land of the same kind 
In a crowded locality, the value of land rises very much, only on 
account of its scarcity m that particular locality. Land may be 
available elsewhere in abundance, but It is impossible sometimes 
to get even an extra inch in a crowded and valued quarter. 
The principle is however applicable in equal measure to every 
productive enterprise, where more than one factor of production 
IS employed. It is applicable to agricultural and manufacturing 
industries ; to building and urban sites ; and to fishing and mining 
also in slightly modified forms Let us apply it to come other 
cases as mentioned above. 

Diminishiog returns as applied to agricultural land. The law' 
of diminishing returns as applied to land is thus stated by 
Marshall 

"An increase m the capital and labour applied in the cultiva- 
tion of land, causes, in general, less than proportionate increase 
m the amount of produce raised, unless it happens to coincide 
with an improvement in the arts of agriculture" 

The law as stated above refers to a tendency that has been 
observed when plots of land are intensively cultivated. If on 
a plot of land of a definite area, say 10 acres, a certain crop is 
grown, some amount of labour and capital must be necessary 
for the purpose The land has to be ploughed, watered, ana 
manured. These operations require for their due performance, 
a certain amount of fixed capital in the form of bullocks, plough^ 
and other implements and tools ; a certain amount of circvlatiffg 
Capital, as seed, water and manure and some amount of labour, 
For purposes of convenience the phrase, “a dose of labour and 
capital" IS used to denote the application of agricultural capital 
and labour 35 mencroned above When it is siid that a dose ol 
labour and capital has been apphed to agricultural land, it means 
a definite amount of agricultural work done on the plot by the 
cultivator with the help of implements and tools. All this 
ultimately denotes a certain amount of money expenditure. 
Consequently, if one dose of labour and capital is considered 
equivalent to a certain amount of money, it will be very con- 
venient for further discussions of this nature. Only one cautic^^ 
is necessary. When during a particular discussion a dose tS.' 
labour and capital IS taken to mean a certain amount of money, 

should not be altered till the discussion is over. For this 
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discussion let us suppose that one dose of labour and capital 
as applied to a plot of land of 10 acres, is Rs. 50. 

We may now examine the law as stated by Marshall, It 
says that if on a plot of land we go on applying more and more 
doses of labour and capital, a time will soon come when the 
return from this plot, per dose of labour and capital, will begin 
to decline. There is nothing new or remarkable m this state- 
ment. If It were not so, and if with fresh apphcations of doses 
of labour and capital, equal returns could be obtained from the 
same plot of land, the whole amount of wheat or any other 
produce, necessary for the needs of a country could have been 
raised from only one farm or plot* As it is, we know that 
after some time every cultivator, if he wants to grow more 
produce, has to bung under cultivation additional plots of land. 
It will be remembered that this was also the case with our 
cloth merchant when he wanted to make his small shop yield 
him profits proportionate to the expenditure of labour and 
capital. It proved impossible in his case, and it must prove 
difficult m the case of the cultivator abo. 

But the law, as stated by Marshall, contains two significant 
phrases The first is “in general”, and the second is “unless 
It happens to coincide with an improvement in the arts of agri- 
culture." These two phrases require elucidation It often hap- 
pens that the plot of land available for cultivation is quite a 
big one, say one hundred acres ; while the doses of labour and 
capital which can be conveniently applied by a cultivator in a 
particular year are so inadequate that only about 10 acres can 
be properly cultivated This means that the proportion between 
land, labour and capital is not ideal Obviously, the yield in 
this case will not be as much as could be if it were possible to 
apply more doses of labour and capital . or. in simpler words, 
invest more money m the business. If in the succeeding years 
It becomes possible to invest as much money as this plot of land 
really requires, the yield from It per dose of labour and capital 
will he much greater than what it was m the preceding year. 
F/he returns per dose will be increasing. 

The Optimum Point of Prodaclion. Let us suppose that the 
amount of money spent in the second year of cultivation of the 100 
acre plot was e.xactly as much as the plot really needed. This would 
then be an ideal combination of land, labour and capital. But 
if in the year the cultivator invests still more money without 
increasing the area of the plot, the proportion of the various 
factors will again not remain ideal, and the yield per dose will 
begin to diminish We may say, then, that, as in the case of 
population there is an optimum point, so that any increase above 
or a decrease below it removes population from the ideal point, 

the same way there is an optimum point in agriculture and 
Nr every other productive enterprise, at which the proportion 
of various factors of production is ideal, Iri the case under 
consideration, the proportion of the factors in the second year of 
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cultivation was ideal. The yield per dose was greatest at that 
time. In the preceding and succeeding years the yield per 
dose was less As compared to the yield during the first year 
that in the next was increasing but as compared to that in the 
second year the yield m the third year was diminishing. So there 
may be circumstances when a further application of doses of 
labour and capital may not diminish, but actually increase, the 
yield per dose. This, however, can last only for a short time. 
When the proportion becomes ideal, but still labour and capital 
continue to be increased, diminishmg returns must ultimately 
begin to operate. That is why Marshall uses the. phrase “in 
general”. 

The other phrase w’hich requires elucidation is “unless it 
happens to coincide with an improvement in the arts of agri- 
culture". It means that yield from land is determined to a large 
extent by the methods that arc adopted m its cultivation. If 
methods are primitive, land wiU begin to give, m course of time, 
diminishing returns. But if after some time primitive methods 
are given up and improved methods are adopted in their place 
the same plots of land which under the previous system yielded 
diminishing returns will begin to yield constant, even increasing 
return after the application of fresh doses of labour and capital. 

Some thing like this can happen in India where primitive 
methods of cultivation are stiU largely in force If the same plots 
of land are more intensively cultivated, better implements are 
used, a careful selection of seed is made, and the requisite amount 
of manure is given, it is very likely that the yield may not only 
dimmish, but may actually increase per unit of labour and 
capital That is to say, they may begin to yield increasing 
returns After explaining the tuo conditions mentioned by 
Marshall it will be better if the law as stated by him above, with 
the provisions unexplained, is restated in his own words after 
the qualifying phrases have been removed — 

“Although an improvement in the arts of agriculture may, 
raise the rate of return which land generally affords to any given 
amouut of capital and labour; and although the capital and 
labour already applied to any piece of land may have been so 
inadequate for the development of its full powers, that some 
further expenditure on it even with the existing arts of agricul- 
ture, would give a more than proportionate return, yet these 
• conditions are rare in an old country; and except when they arc 
present, the application of increased capital and labour to land 
will add a less than proportionate amount to the produce raised, 
unless there be meanwhile an increase in 'the skill of the indivi- 
dual'cultivator. Secondly, whatever may be the future develop!- 
ment of the arts of agriculture, a continued increase in tbe^ 
application of capital a and labour to land must ultimately resul.' 
in a diminution of the extra produce which can be obtained by a 
^iven extra amount of capital and labour”, 
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Diagrammatic representation of Diminishing returns. It has 
become customary to erplam the tendency of diminishing returns 
also by means of a diagram. The one given below may serve 
the purpose. Let us measure the doses of labour and capital 
along OX and the yield ot tetutn along OY . 





When the first dose of labour and capital is applied, the yield 
js measured by 1, 1'; the yield of the second dose is 2, 2\ which 
is_ greater than that of the first dose This means that, not 
dimimshing, but increasing returns are operating But with the 
application of the third dose, yield begins to dimmish, and this 
tendency continues as we go on increasing the doses in succes- 
sion. That of the 4tb IS less than that of the third and so on. 
If we join the points 1, 2,3, 4, 5. we get a curve which we may 
call the curve of returns 

We can also illustrate the law by giving imaginary figures 
of yield. Thus wc may say that — 

One dose of labour and capital yields 10 mds. of wheat. 
Two doses „ „ „ „ yield 25 mds „ „ 

Three „ ,, „ „ yield 33 mds. „ 

.. If .. M „ yield 39 mds. „ ,, 

I. f, f. .. „ yield 43 mds. , ,, 

' In this illustration likewise, we find that whereas the first 
* dose yielded 10 mds the second dose yielded 15 mds The yield 
of the second dose can be obtained by subtracting the yield of 
the first dose from the combined yieljl of the first and second 
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dose (25— 10=15). So the additional yield of the second dose 
is 15- After this, returns begin to dimiaish. The yield of the 
3rd dose is 8 i.e. (33—25=8); that of the 4th is 6 i.e. (39—33=6); 
and that of the 5th is 4 t.-*. (43—39=4). In this way, although! 
the total yield goes on increasing with the application of further I 
doses of labour and capital, that of each succeeding dose goes-on 
diminishing after the second dose. For a very brief period the 
returns showed increasing tendency, from 10 mds. per dose the 
yield increased to 15 mds This meant that previous to the 
application of this dose, land was really undercultivated, and that 
with the application of the second dose the combination of the 
various factors of production became ideal. After this, every 
further dose of labour and capital did not add as much as the 
immediately preceding one. After the application of the second 
dose the optimum point of production should be regarded as 
having been reached. 

This, then, is the diagrammatic representation of diminishing 
returns as applied to land. There are a few points which need 
a little more discussion and futftier elucidation. The first is that 
we compare the additional yield of one dose of labour and capital 
with that of the immediately preceding and the immediately 
succeeding one, m order to determine whether land is yielding 
increasing or diminishing returns, and not the oterage yield. In 
the second place, for determination of the tendency towards 
increasing or diminishing returns, we take into consideration only 
yield, not pnee. That even with diminishing yield per dose, 
cultivators find it worth while to continue the application of 
fresh doses, is only due to the fact that the price of the produce 
raised is such that the expenses (money) per dose are sufficiently 
coveted by the price per maund Sometimes, it may even happen 
that with increasing returns the cultivator may lose, if the price 
of his produce falls in the market, and with dinumshmg returns 
he may gain, if the price of his produce rises If he does not 
grow crops for the purpose of selling in the market, he will not 
be affected by price Under such conditions he will only com- 
pare the value of bis dose and of the yield of the dose. As long 
as successive doses go on yielding even slightly more than what 
they cost it is worth while for the cultivator to continue the. 
application of the doses But when a dose yields just enough to I 
cover its cost and not more, the cultivator will not after that,J 
apply any further dose. The dose which he only just decides to 
apply is called the marginal dose But if conditions change 
either as regards the cost of the dose or as regards the price of 
the yield, the marginal dose may no longer remain marginal, but 
may begin to yield a surplus So we may say that marginal dose 
is not necessarily the last in time 

Dlm'mijbing return* as applied to urban land The tendency 
to diminislung return is observed in all productive undertakings,'^ 
agricultural or non-agriculturaL In the case of land used for 
building purposes, the tendcncgi is equally marked. Ira plot of 
land IS used for building purposes, the first story of the house 
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requires an expenditure of a certain sum of money represented 
by a number of doses of labour and capital, or in other words, 
a sum of money to be distributed among various factors of 
production necessary for the purpose The first store> means 
some expense, and yields a return, either of comfort or of money 
m the form of rent The second storey will mean a lesser 
expense, as the amount spent in digging and filling up the 
foundation will not be needed for the construction of the second 
story. The return fcom It will not be less than that from the 
first, if we suppose that the rooms in the second are the same 
in number and quality as in the first storey, (The system of court 
yard in a house is particularly Indian and is not found in other 
countries). Consequently, the return from the second storey 
will be proportionately more than from the first, and so it may 
be called increasing. With the addition of the third story the 
case does not remain so simple Although no expense is neces- 
sary over foundation, and the area and number of rooms arc 
exactly the same as in the first and the second storeys, the cost 
of construction becomes higher as it takes a longer time to carry 
budding materials so high up. Labourers and masons also 
demand a slightly higher wage as there is a greater risk in 
working at such a height. On the other hand, the third storey 
is not particularly comfortable to live in. Greater exertion is 
necessary every time in going up and coming down So there 
IS a diminution of comfort or a reduction m rent The net 
returns, therefore, form the third storey may be either constant 
ot slightly diminishing But with the addition of the fourth 
storey the case again becomes clear. It will certainly mean a 
greater expense and a smaller income of comfort or money. The 
returns will clearly begin to dimmish 

Inspite of this disadvantage, it may be found less costly to 
add a further storey to an already large number of storeys, than 
to acquire more land if land IS not available, or is available at a 
very high price. The owner of the building compares the 
advantages and disadvantages of constructing an additional storey 
with those of acquiring a new plot of land Inspite of the opera- 
tion of diminishing returns, he may still find it worth while to 
spend his money in the construction of an additional storey, if 
the amount of rent that he receives from his tenants, more than 
covers the interest and depreciation on the capital that he wjll 
have to invest. But, ultimately, a stage is reached when, how- 
ever strong the foundations, it becomes unprofitable, and even 
risky, to add a further storey to the building, and acquisition of 
further land becomes unavoidable if the extension of business 
IS decided upon. So we find that diminishing returns are as 
much applicable to urban land as they arc to agricultural land 

DiminishiDg returns as applied to fisheries. Opinions differ 

to the applicability of the tendency to diminishing returns in 
the case of fisheries. Some cconomistc ere of opinion that fish 
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are very prolific and they multiply so rapidly that the diminution 
in their number is not perceptible. According to them dirmnish- 
ing returns do not apply to fishing The doses of labour and 
capital may continue to be multiplied to any extent, but there 
will be no diminution 111 the returns This view does not seem 
to be correct It appears that as m the case of some prairie 
lands of America even tCMlay, fishing is still subject to increasing 
returns m certain waters, and that the requisite amount of labour 
and capital has not yet been applied. When still more doses are 
applied, It appears certain that fishing also, will become subject 
to diminishing returns. 

Other economists are of opinion that fishing industry is also 
as much subject to diminishing returns as any other. Their 
number perceptibly falls off if fishing is resorted to at the time 
when fish lay eggs. This has been especially marked in the case 
of oysters 

Diminishins returns as applied to mines. Mines differ from 
agricutural and urban land, in as much as the latter are indes- 
tructible while the former are exhaustible. A plot of land used 
tor agricultural purposes will continue to perform its function 
for an unlimited number of years, if proper care continues to be 
taken for maintaining Its powers. Even if no manure is given 
to a plot of land, but It IS left uncultivated for a year or two. 
It recuperates its properties very soon. An urban plot of land 
continues to exist without any trouble or difficulty on the part 
of any one Mines differ from fisheries because, although they 
are not indestructible, they reproduce themselves so quickly 
that no perceptible diminution has been observed to take place. 
Mines are neither indestructible nor reproducible during any 
definitely known period. When once exhausted, they may take 
thousands or over millions of years to fill up again, and even 
then it cannot be said with certainty what material they may 
offer to man. and in what form after this enormous period. 
Diminishing returns, therefore, cannot be said to operate in their 
case, in the same sense as in the case of others As Marshall_ 
says. ’The yield of land is different from the land itself, but 
there is no difference between a mine and the yield of a mine”. 

It IS no doubt true that the deeper a mine goes the more 
djffi£ji]Lit.s.hecnjnes.tn work-it..tilLa stag^ is. teanhed. when it 
IS not worth while to work it at all; and so in this sense 
diminishing returns may be said to come into operation in the 
case of a mine also after a certain depth is reached: yet the 
explanation is not satisfactory in view of the remarks made 
aWve, and diminishing returns cannot be said to apply in the 
case of mines. 

D'unWishing returns as applied lo manufactures If a certaiq 
industiialist starts an industry with an initial capital of, say, 5y 
lakhs of tapaes, he will have to apportion this amount 
the vanoas factors of production. Suppose he invests Rs. 50,000 
in the purchase of land.- Oi’cr this land he erects a factory 
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building, cosang another Rs. 50.000. The remaining amount, 
Bs 4,(K), 000, he apportions among the remaining factors of pro- 
duction ; and so he starts his business. After some time, if his 
business succeeds, he would hke to invest a further sum of 
money and still further increase the scale. 

At this stage an essential difference' between manufacturing 
and agricultural industry should be pointed out and explained- 
More land per unit of labour and capital is essential in agricul- 
tural industry than in manufacturing industry. Over an area 
of say 100 acres of agricultural land, not more than a few lakhs 
of rupees can be invested m labour and capital but several crores 
of rupees can be so invested if this area is used for manufactur- 
ing purposes ; that is to say. for construction of factory buildings 
and for fixing engines, machines and other accessories. Conse- 
quently, if, revemng to our iHustradoo, the manufacturer wants 
to invest more money in his business, he can do so easily without 
feeling any necessity at all to increase the area of land which he 
has already acquired. He can go on investing -large sums of 
money in his business without feeling called upon to acquire 
more land But although he can go on doing this for a consi- 
^ derable period— for a much greater period than in the case of 
' agncultute— even then, there must be a certain limit. After 
some ame, even though it may be a long one, he will begin to 
feel the necessity for more land. If he does not acquire more 
of it, and sail persists m investing more labour and capital, even 
his business will begin to feel the effect of diminishing returns, 
If the ideal distribution of resources in agricultural industry is 
something like this : land (1) labour (4) capital (20), that for 
manufacturing industry will be something hke this, land (1) 
labour (100) capital ( 1.000). This shows that a far greater number 
of doses of labour and capital per unit of land can be applied in 
manufacturing industry than in agricultural industry, and, 
consequently, diminishing returns begin to operate in the case 
of agnculture much sooner than in the case of manufactures. 
But, however late the operation may begin, begin it must This 
point IS of very great practical importance and will be re -’"ed 
["d again. 

The law of constant fehiros. When the returns per unit 
neither increase nor decrease with an increase m the doses of 
labour and capital but remain constant the tendency is known by 
the name of the law of constant returns. 

When the tendency to increasing returns in any industrial 
undertakmg ceases to operate, while the tendency to diminishing 
returns has not actually asserted itself, there is a border land 
wide enough for the operaaon of the tendency known as cons- 
tant returns. An increase m investment neither increases the 
j^eld pet dose, not does it dimmish it, but the returns pci unit 
|i?^main proportional to the uict^sc in the investment This is 
dne aspect of the tendency of constant returns. But there is also 
another 
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There are several manufacturing industries which use a very 
large amount of raw materiaL With the increase in. the size of 
any one of these industries, there must be an economy per unit 
of labour and capital' as the industry is subject to increasing 
returns. But the material which it uses, being an agricultural 
product, cannot be got at the old price when the amount demanded 
increases very greatly- 'Being an agncultuial commodity it must 
be subject to the tendency t>f diminishing returns. The case of 
such an industry must be very interesting. On the one hand, 
being a manufactured artiae. and consequently, subject to 
increasing returns, the yield per unit of labour shows a tendency 
to increase ; but the fact idiat a large amount of raw material is 
necessary for the production of the article, the industry shows 
a tendency to diminishing returns. The net result of these 
opposing tendencies is that the return per dose is neither more 
nor less than before, but remains practically constant. 

From our discussion of the laws of productivity we learn that 
it is not always equally profitable to increase the scale of any 
business, whatever its nature. If it is manufacturing, it is 
profitable to go on increasing its scale for a considerable time, 
because, manufacturing industry is mostly subject to increasing' 
returns. Any increase in the demand for manufactured articles^ 
will, therefore, be welcome not only to the persons engaged m the 
industry, but also to the whole nation If. however, there is an 
increase in the demand for agricultural articles and for this 
reason the sire of the agricultural industry has to be enlarged, 
the returns, will begin to diminish very soon, espeaally if the 
country is an old one. and price of the article will begin to rise 
So, although this increase in the demand will be welcomed by 
those who are engaged m the industry, it will not be looked upon 
with equanimity by those interested in the real well being of 
the country as a whole. Diminishing return from agncultural 
land is a symptom of the unwillingness of land to yield the crop 
that IS raised. It measures its resistance to man’s efforts for 
eztracang more and more- So, while an increase in the demand 
■for manufactured articles ultimately results m the price of the 
commodity becoming cheaper, an increase in the demand iof’ 
agricultural commodities ends with a nse in prices. 

Let us compare in this connection the case of England with 
that of India. England is a manufacturing country, while India 
is' predominantly agricuYturai ; England's industry is suDject m 
increasing returns, while that of India is subject to diminishing 
'returns. An increase in the demand for article produced in 
England ultimately results in the cheapening of those articles 
thus benefitring not 'only the manufacturers on account of 
increased sales, but also the whole nation. On the other hand, 
nny increase in the demand for articles grown m India, ultimately 
tesults in the enhancing of prices, so that although middle 
may beneSt by this rise, or to some extent even the growei% 
here and there, yet the I’ast body of consumers suffer in conse- 
quence oi the high prices. And when we remember that ever? 



OEQAinSATION 163 

year we are exhausting our natural resources in land, forest, and 
mines, the seriousness of the problem becomes still greater. 

Factors affecting the operation of'the law- When agricultural 
land in a country begins to yield diminishing returns, it usually 
means that the powers of the soil have begun to show signs of 
exhaustion. At this stage it is important to discover those 
factors which may retard the operation of diminishing returns. 
These factors should be only those which affect yield of the 
/and and not the price 0/ Me yield. Our purpose is to discover 
those factors which can increase the amount of the yield, leaving 
Its price to take cate of itself. 

Improvement in the general art of eultivarion. This important 
factor plays a very prominent part m neutralising the effects of 
diminishing returns. When land begins to yield diminishing 
returns, It IS high time to devise methods so that this aging may 
not become very prominent. This is the proper time for launch- 
ing schemes of rejuvenation. For this it will be necessary to 
modify the system of cultivation in the required direction. Agri- 
culture in India has been carried on since times immemorial, 
according to the same old system which is of a very primitive 
nature. The Indian cultivator is industrious and intelligent as 
far as his own business is concerned ; but he has become entirely 
out of touch with the vast improvements that have been made 
m the system of cultivation during the last 200 years. Mrs^ai^it 
Nihal Singh in her beautiful small book. "Tht I niprovemem 0/ 
Indian Agriculture" has contrasted the conditions of Indian agricul- 
ture and Indian agiiculturist with American agriculture and 
American agnculturistw--We need not apologise to the reader 
for giving a rather lengthy extract from the first chapter of this 
book 

"Temporaiily transport an Indian cultivator from his small, 
worn out plot of ground, when, exposed to the blistering rays 
of the tropical sun, he toils and moils from early morn until close 
of day, subsisting on poor inadequate fare and turning in a 
miserable hovel, to the land where farming is a profitable pas- 
"titne, and he would open his eyes wide. He would find that in 
this country — the United Slates of America— the agriculturist 
IS king — stiff necked, independent, wealthy, respected, catered to 
by all classes of people — commands a big bank balance ; lives in 
a home fitted with many conveniences which even the palaces 
of the Hindu princes lack, rides around towns in motor cars ; 
his wife and daughters attend gay social functions, enjoy card 
and theatre parties one or two nights a week. To look at an 
American farmer the man from Hindustan would conclude that 
he IS merely riding about, while he, the Indian cultivator is 
ploughing his land When he desires to irrigate his field, all that 
he does is to touch a button and electricity pumps the water for 
-^him from a deep artesian well, doing what is an almost unbearable 
■.^task to his Indian fellow worker. Well may the Indian wonder 
whether the American really is working for a living 01 merely 
is having a good time”. 
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Under the present system of cultivation the surface of the 
soil h-s only been scratched to the depth of a few mche®. There 
is no deep ploughing as the plougt^ are old fashioned and 
bullocks are weak. All other operations likewise are carried on 
in a primitive way with the help of primitive implements and 
tools. If this method of cultivation is altered to a possible extent 
the field from the land will increase very much, and the opera- 
tion of diminishing returns will be held jn check. A careful 
selection of seed has already resulted in increasing the yield 
of the Indian land. Slijhtiy more careful manuring, better and 
timely watering", weeding out of useless plants and insects, all 
these factors have proved of gteat benefit to Indian agriculture 
during the short time that they have been brought into use. It 
mean's that all js not lost as yet, ahd that the Indian land is still 
highly responsive to the more considerate methods of cultivation. 
It'Kas also been observed that cettam plots of land which had 
be'giin to yield diminishing returns when under one crop, have 
begun to'yidd Auch better returns under a different crop. It 
i|ieans that our knowledge of agricultural chemistry is not very 
sound. When leseatihes of this kind are broadcast among 
agriculturists*, either by means of public lectures or by means of 
radios, highly beneficial results will follow. In this way it is 
possible not only to check the operation of diminishing returns, 
buf, perhaps, not very difficult even to make the land yield 
increasing returns under certain crops and m certain areas 

^ THE SCALE OF PRODUCTION. 

Advantages of large scale production. Advantages of large 
scale production consist (o) in buying (6) in producing and fc) m 
selling 

(a) An oigamsei has to buy (t) Raw materials (h) Land (^“1 
Labour and (iv) Capital. 

(») A large scale producer has a great advantage in the pur- 
chase of raw materials. As he buys in a lot, he can settle better 
terms with the producers of raw materials. In the matter of' 
their transportation from the place of production to the factory, 
he can setde advantageous terms with railway lines and shipping 
companies, by reserving full wagons. All other expenses inci- 
dental to the purchase of raw materials are also reduced, as he 
bargains on wholesale and mass rates 

^*0 He has also to take on rent cither a large area of land, 
or a big factory building In any case, because he is a big cus- 
' totner and wants a large area or a big building, the owner of 
land or building will naturally show greater consideration to him 
for'this reason alone, and So, as a matter of course, he will get 
better terms from them. ^ 

‘ - (in) He also requires the services of a large number of 
l^noureis As his business is on a large scale, and he has carried 
division of labour and specialisation of machinery to the furthest 
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possible limit, he needs the services of different grades and classes 
of labourers. He can employ even women and children because 
he requires labour for a large variety of work Being himself a 
man of substance, and his business also being on quite a big scale, 
labourers are at once assured of continuous employment, not 
only for themselves, but also for their wives and children He 
also offers all of them those advantages and amenities which only 
a big business man can do. For all these reasons he can employ 
them on comparatively favourable terms. 

(tV) He also requires a certain amount of capital, if his own 
contribution does not suffice As the sum involved is generally 
large and he has a good security to offer, he can borrow on easier 
terms. 

Thus in the matter of buying of goods or services, the pro- 
prietor of a business, run on a large scale, has many advantages. 

(6) The work of production has now-a-days become highly 
complex, and it has been reduced to a perfect system. The 
work is divided into a number of departments all being run 
according to a definite plan. There is. for example, the engine 
department, the manufacturing department, the packing depart- 
ment, the accounts department and the utilisation department. 

If the business is on a large scale, a more powerful engine will 
have to be installed ; but the cost of working and supervising it 
will not inctease in proportion to the increase in its power and 
efficiency. So the expenses per unit of power in a large business 
ate lower than in a small one. A qualified Engineer can look 
after a superior power engine at the same cost as he can an 
engine of a low power. 

The most important part of the whole work is earned on in 
the manufacturing department, where the commodity is actually 
manufactured. It is here that we find division of labour and 
specialisation of machinery carried to the utmost limit. Each 
labourer is assigned a task which he is best qualified to perform. 
His work IS looked after by a foreman who has no other work 
except to see that labourers under bis charge work properly 
and do not lack any thing. Machines being of a specialised type 
can be kept constantly at work during factory hours Only the 
best machines are purchased and the most up-to-date method.s. o£ 
production are employed 

The principle of substitution remains constantly in operation, 
and the moment it is discovered that a particular machine can 
be substituted for a number of labourers in performing a part of 
the work, the required change is introduced at once. Thus every 
thing that monery can do with a view to efficient and cheap 
production is not left unaccomplished. 

Packing of articles, after they have been manufactured, has 
become an art m recent times A well packed article is perfected 
to one that is not well packed. Some articles are purchased 
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mainly because of their neat and decent appearance A big 
business can afford to keep whole time expert packers. This 
IS not within the competence of a small scale business. 

Then comes the accounts department. The up-to-date methods 
of accounts are adapted in the accounts department of a big 
business The work is entrusted to highly paid accountants who are 
very efficient in the discharge of thcit duties, and generally help in 
the smooth running of the business Totalling machines are in 
use and the work of correspondence is so efficient that not 
a single letter remains unacknowledged the first day it is 
received ; also the execution of orders is prompt and leaves 
nothing to be desired. 

The utilisation department is a speciality of big business. In 
the process of manufacturing, some amount of waste materia] 
is left behind. In small establishments it is thrown away and is 
actually wasted. Not so. however, in a big establishment. Here, 
after a number of experiments, means ate devised to utilise this 
waste product either in making a subsidiary article or in other 
ways This is a great achievement and brings large gains to the 
business. 

(^) As in the matter of buying and manufacturing, so in that 
of selling , a large business has many advantages as compared 
to a small business Selling of a finished article has, m modern 
times, become very difficult on account of the growing competi- 
tion among diffietenc establishments in the same country and also 
among different countries of the world. A large business can 
secure batter terms from railways and cargo ships m the matter 
of transportation costs The railways and shipping companies 
do not mind reducing freights, where large consignments of goods 
are involved Commercial travellers and selling agents are 
employed and a good commission is offered for really efficient 
service. The bast talent is accordingly secured and the sales 
increase pcopoctionately But the greatest advantage m selling 
which IS derived by a large scale baitness is in the matter qf 
advettisetnent Large sums of money are spent over advertising 
goods The utility of advertisement has become very great in 
recent times. It creates demand and. therefore, encourages sale. 
The services of best advertisement writers, who are always very 
expert psychologists, are secured and the market for the com- 
TOtodviy ’I's *LV/e';^by t.b/i. 

whole world 

Advantages of small scale production The advantages 
attributed to large scale production may be regarded as the 
disadvantages of production on a small scale But there are 
some advantages also of small scale production which may corres- 
pondingly be regarded as the disadvantages of production on a 
large scale The first is the element of personal supervision and 
interest of the proprietor of the business in the affairs of the 
concern This personal touch is entirely absent m the case of a 
large scale business. The proprietor of a* big business does not 
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know his employees even by appearance, much less by name 
He appoints a number of departmental managers and assistant 
managers, w'ho remain in touch, but the proprietor himself knows 
very little of these details. There is, consequently, no contact 
between the actual employer and his employees. Certain evils 
appear m different departments of the concern without the 
proprietor knowing anything at all The managers and as- 
sistant managers are, no doubt, experts in their own hne, 
and also discharge their duties very efficiently, but they 
have not that personal interest which only the proprietor can 
have. As long as they continue to receive their salaries, and the 
business goes tolerably well, they are perfectly satisfied They 
do not hope to get hjghet salaries, even if the profits of the 
business increase ; nor are they afraid of losing any part of their 
income if the profits are not large enough or even not at all. 

If any thing goes wrong some where it is difficult to 
hold anyone responsible for the evil. The business being so 
vast, tbe various departments so interdependent and personal 
contacts being so few in every branch of the concern, it becomes 
extremely difficult to lay one’s finger definitely anywhere. This 
results m divided responsibility, which is often the cause of 
some of the major troubles resulting sometimes m a great loss to 
the business. This is not possible in a small scale establishment, 
where the mastec’s eye is everywhere On account of his personal 
contact with different departments and every one of his em- 
ployees, there is no scope for any misunderstanding If there 
IS anything wrong anyw'herc tbe proprietor conies to know of 
it at oo.ee and measures ace adopted for setting it right 

Just as his contact with the small number of his employees 
IS intimate, he is also in very close touch with the consumers of 
his articles. He knows their tastes and requirements and can 
cater to their individual demands. As his production is not 
enmossp, he can produce articles of different designs conforming 
to the varying tastes of different classes of people Consumers 
cannot get the facility of having their individual idiosyncracies 
-satisfied by a large scale business In a big business, w'hile there 
arc very great profits, there are also very great losses Moreover, 
ever since the development of joint stock system of production, 
the function of organisation or management has become quite 
sapacate from that of enterprise Those who undertake the 
risk of running a big business are usually not in close touch with 
the affairs of the company except through their elected represen- 
tatives. Under this form of business there is a greater likelihood 
of losses than in other forms In a small scale business this sort 
of risk IS minimised. 

INDUSTRIAL ORGANISATION 

There are three mam types of industrial organisation: which 
means that a business erm be tun m any of tbe three forms 
explained beloiv. — 



168 


elements or ECONOMICS 


(a) Private concern. The most common and prevailing type 
of business is the private concern. A person invests a certain 
amount of his capital and, if necessary, borrows some capital 
from a money lender or a bank, either at the very start of his 
business, or later on, when need arises He hires a shop or a 
building, and also the required /quantity of labour, and then 
commences work. He is both the manager and the enterpriser; 
and so himself manages the business and is also solely responsible 
for Its profit and loss A very large number of businesses in the 
world are of this nature. Most of the shops that we see every 
where in a city or a town are run on this basis. In India this 
type of business IS prevalent everywhere and is. of great impor- 
tance to the country as compared to other formsjl . 

Cultivation of land is earned on by the cultivator m his 
personal capacity. He takes a plot of land on rent from a zamtn- 
dar, if he has no land of his own He invests either his own 
capital in the purchase of bullocks, implements and tools, seeds 
and manure etc., or, as is usually the case m this country, borrows 
money from some one in the village. He calls some labourers 
at the time of sowing, watering, weeding and reaping, but also 
himself works along (with the labourers. He manages his little 
farm himself, as best as he can. and is also responsible for any 
prodt or loss 

A business carried as a private concern, is not necessarily al- 
ways on a small scale. There are persons who have a command 
over large resources, and can invest large amounts of capital m 
an undertaking. Its scale is sometimes very large and it is class- 
ed under very big business A person may invest several lakhs 
of rupees in a mill, sugar orlcotton or any other, and may appoint 
managers, assistant managers, and other staff to look after it .- 
or he may, if he has the capacity and the knowledge, manage it 
himself In any case, it is his private concern, and he is alone 
responsible for its profit and loss. Many mills in India and else- 
where are run. as private concerns on a fairly big scale, reaping all 
the advantages that are attributed to a large scale business. 
There are also numerous big shops fin which several lakhs of 
rupees are invested by one person alone Even in the domain of 
agriculture, some people have begun to invest large sums of money 
of their own in starting large farms, where up-to-date machin- 
ery Js- used sed £eJds are irngated by means of tube v;ells run by 
hydro-electricity. 

Sometimes, private concerns assume very large dimensions 
and begin to be counted among the largest business establishments 
mthe country, or even in the world. Such cases, however are 
fTare. At a certain stage, even ndi men stand in need of supple- 
menting their ow’n resources with outside capital This gives 
them a much needed help, and also ensures the keeping of regular 
accounts and their yearly checking. Tatas in India, Krupps in ) 
Germany, Morrisons in England, and a number of millionaires m 
America like Andrew Carncgi, John D. Rockfeller. Henry Ford 
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and J. P. Morgan, started their business as private concerns and 
earned them to very large dimensions with their own capital and 
ability 1 but they too, at one time or the other, felt necessity of 
cither making their concerns joint stock enterprises, or formally 
or informally accepted a few partners. None the less we say 
that between 70 and 75^ of business in the world are run as pri- 
vate concerns. In. India this percentage' may be as high as 90%. 

(I<j Partnership Concerns. When a person who has started 
a' business m his personal capacity needs some assistance 
either in supervising the business or m financing it. he 
takes up /a partner either on a 50% basis or higher or 
lower as the situation demands. The partner contributes 
his own quota of capital, undertakes some supervising work and 
assumes a proportional responsibibty in the matter of profit or 
loss. Partnership concerns, however, arc not very popular unless 
the partners belong to the same family or class This form of indu- 
strial organisation is not very different in its characteristics from 
the first type discussed above It docs not possess the advantages 
of the joint stock(type of business, and though it may be regarded 
...as on improvement over the private single type in some respect, 
•ic has some serious disadvantages For example, there is always 
a hkehhood of the several partners falling out among themselves, 
thus causing injury to the business. In India this type of business 
is not very popular. 

(c) Joint stock concern. This is the latest type of industrial or- 
ganisation that has now become highly popular in those countries 
whetelatge scale business has taken firm toots As thefiameimplies, 
It is a business started by number of people who have joined to- 
gether their respective stock or capital. If this were its only pe- 
culariiy, there would not be much difference between this type and 
the second typci except that m the latter the number of partners 
is small, while in the former it is very large. But the real distin- 
guishing measure of this is that a person may become a partner in 
the businessjo howsoever small an extent, but this responsibility 
'^U remain only in proportion/to his interest. An illustration 
Will make this point more clear Suppose a person starts his 
business with a capital of Rs 10,000 and in the course of this 
busines incurs a debt of Sit. 5.00(1 Jf after sometime he suffers 
a great loss and decides to close his business, he will alone be 
responsible for the payment of the whole debt incurred during 
the course of the business, and his creditors have a right -to 
realise their dues from him by every legal means at their disposal 
Butjifhchada partner whose share in the business was one 
fourth, the creditors would have the right of realising their dues 
either from one partner, or from the other, or from both, in any 
way they pleased. The fact that the other was only a 25 p c. 
nspartner in the business would not save him from the responsi- 
Toility of the entire debts of the concern If a person were 
only a partner, even then he might be held responsible for 
the payment of the full debt/ if the creditors so please. 
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This •would ba, a great handicap to a small partner, and for this- 
reason ordinary partnership did not acquire any popularity. 

In the joint stock type of business under discussion, this ’ 
handicap and disadvantage has been removed by definitely laying 
down that a partner in a joint stock concern can be held respon- 
sible for the liabilities of the business only to the extent of his 
financial interest m the concern. If a person invests only 
Rs. 1,000 in a joint stock concern whose total capital isl Rs 50 
lakhs ; and when it is finally closed it is discovered that it ha'S 
to meet liabilities of several lakhs of rupees after the utilisation 
of all Its assets. No one. however, can ask the person who has 
invested only Rs 1,000 in the business, to pay any thing more 
than that. If he has already paid his share to the full he cannot 
be asked to pay a single pice more But it out of Rs. 1,000, he 
has paid only Rs. 500, then he can be asked tojpay the remaining 
amount, if any need arises, but not a pie more than that. His 
liability IS limited^ not unlimited as in the case of the first two 
tyTies of businesses 

This is a very great improvement over the other two types. 
Not every man possesses the capacity, knowledge and oppoitu- ^ 
nity to look into the minute details of a business, but there ate 
many who feel an inner urge to become partners in a concern 
without running more than a definite amount of risk. For such 
people a|joint stock concern affords opportunity for becoming 
Its sleeping partners 

A few details iti connection with the joint stock type of 
organisation may be of some interest. A joint stock company can 
ba started whan an application to this effect is made by 7 mem- 
bers to a Government Officer, who is especially appointed to 
look after such applications, and is known as the Registrar of 
Joint Stock Companies. There ate certain items which have to 
be mentioned clearly, for example, the amount of capital with 
which the company IS 1 going to be started, the value of eachi 
share, the place where the business is going to be started, and 
the rules and regulations framed for the purpose of guiding ancT 
controlling the affairs of the company called the Articles of 
Association. When papers containing all this information are 
filed with the Registrar, the company is registered as a limited 
Hahjlif.?^ company., which means., as explained above..that. the 
liability of each share holder is limited to the extent and amount 
of "the shares held by him 

I The capital oda company is divided into a number of shares 
lof convenient amount If the capital of the company is Rs 
5,00,000 It may be divided into 50,000 shares of Rs. in each, or 
as considered advisable. These shares are of different classes. 
The purpose of the company IS to induce the general public toi 
invest Its money in the business; but different people possess 
different views in the matter. There arc some who want a safe 
investment, though the rate of interest may below. There are 
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others who want a^likelihood of greater gam. even though there 
may be an element of risk. Keeping all these considerations in 
mind, those who are m charge of starting the company, place 
before the public several alternative ways of investment, which 
might meet the requirements of different classes of people, 
possessing different mentalities. 

Firstly, there are shares that arc called debentures. They 
carry a small rate of interest but the debenture holders have 
a prior claim not only upon the profits of the company but also 
upon its capital for the payment of/this definite amount of 
interest. If the company closes its business, the debenture 
holders have a prior right regarding the payment of the amount 
of thfeir debentures out of the assets of the company. Debenture 
holders are really not shareholders of the company, I but its 
creditors, with the same right as those of the latter, v. 

Then there are preference shares. They also guarantebs^e 
holder a certain rate of interest, which is higher than that oit) 
debentures, but is payable only out of the profits of the company 
not even out of/capital, as in the case of debentures. If. in a 
' particular year, 'the company does not make any profit, and, 
consequentlj', is not in a position to pay interest on preference 
shares, there are two possibilities. Eithei preference share- 
holders lose this year’s interest for good In such a case pre- 
ference shares are called non- cumulative pieierence shares, 
which means that the promSSi interest does nor accumulate 
from year to year but lapses if it is not paid any year due to the 
fact that the company did not earnjany profit during the period. 
In the other case sharehblders do not lose interest even if it 
is not earned and paid m any year If profits are earned during 
the next year, or in any future year, the accumulated interest 
on the preference shares has to be paid first, before any profit 
is distributed to other shareholders. Such preference shares arc 
called cumulative preference shares. 

Then come -ordinary shares These shares do not carry 
•interest ; but whatever is left after interest has been paid to 
debenture holders or preference shareholders, \'both cumulative and 
non-cumulative. is divided among ordinary shareholders as profit, 
in the form of dividends These ordinary shareholders are 
therefore, the real undertakers of nsk. Their earnings consist 
not so much of interest asofriofit. 

Sometimes there IS another class of shares called deferred 
shares. They are kept in reserve for themselves by the pro- 
moters of the company When it is so. ordinary shares partake 
of the nature of preference shares They carry a fixed rate of 
interest or profit but it is payable only after all bther^laims have 
been met. The balance is distributed among deferred share- 
holders as profit. 

In this way by offering different kinds of shares, different 
types of people are induced to subscribe to the capital of a 
company. When a large number of people pool their resources 
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the total amount increases to a big figure. Many undertakings, 
which could never be started under private or partnership 
concern, can be started under joint stock type. Management of 
the company is carried on by elected representatives of share- 
holders who are called directors ; one of their qualifications being 
the holding m their own names quite a large number of shares, 
so that their interest m the business and in Its success may be- 
come evident. The directors are elected by shareholders in a 
'general meeting which is held every year. The general body of 
shareholders is the ultimate authority in all matters, but it can- 
not take any active interest in the affairs of the company and 
the directors really do what they like. If the right type of direc- 
tors are available, and have been elected by the general body 
of shareholders the business is expected to prosper fairly well. 
If, however, the choice has not been very carefully made, the 
directors usually prove the cause of the ruin of the business. 
The ordinary shareholders find it very difficult to take any active 
interest except attending the ordinary annual meeting and saying 
what occurs to them at the moment For the rest, they act 
according to the wishes of the directors. This is the greatest j 
weakness of the joint stock type of business. 

Large and small scale farming. In the foregoing pages the 
advantages of large scale production have been discussed, and 
different forms of industctal organisations have been explained. 
Production on a large scale, does not mean merely manufhettire 
on a large scale Manufacture is only a small part of produc- 
tion The latter includes not only manufacture butalso farming, 
fishing, mining, shopping, transporting etc It may be said in a 
general way, that the advantages of large scale manufacture 
are also, to a very great extent, the advantages of a large scale 
farming, fishing, mining, shopping, and transporting etc There 
IS, however, a great difference m details, and if space permitted, 
the special problems connected with all these branches of pro- 
duction might have been discussed This not being possible, we 
confine ourselves to a special discussion of large and small scale 
farming with'special reference to India 

Latg* scale faroung. Different people understand large and 
small farms differently In new countries, like America. Austra- 
lia and Canada, a farm of a few hundred acres is considered to be 
a small farm The land in these countries is extensive, and is so 
easily available that an area of a few hundred acres is not regard- 
ed as a large one. As a matter ot fact, land in such countries is 
more of the nature of free goods than economic goods. More- 
over. capital also being available xnthout much difficulty, it is 
not difficult to bring under cultivation a large farm of several 
thousand acres In old countries like England, Germany and 
France, a farm of a thousand acres is considered to be quite a big 
farm, while in older country like India, where sub-dmsion anlL 
fragmentation of holdings has been carried to the furthest possi-f 
He limit, a farm of even a few hundred acres is regarded as quite 
big one. 
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In this connection we would only discuss the position of 
India. Here a farm of a few hundred acres is regarded as a fairly 
big farm, while a holding of between 5 to 10 acres of fertile and 
well irrigated land is regarded as a fair size for an average holding. 
So, when we use the phrase large scale farming in connection 
with India, we should be taken to mean farming on a land with 
an area of a few h undred acres ; while small scale farming would 
mean, in our sense, farming of a holding of between 5 to 10 acres 
of land.- 

It may be mentioned that there are not many farms even as 
big as a few hundred acres m area, while farms of over 1,000_ 
acres are fewer indeed. Those numerous holdmgs which are' 
of an uneconomic size and character would not be taken into 
consideration. It would be wrong to call them small farms and 
their cultivation small scale farming. The sooner the cultivation 
of such plots is given up, the better it would be m the mtcrest 
of the country and of those who are engaged in such cultivation. 

Advantages of large scale (arming. Large scale farming takes 
for granted a command over that amount of capital which is 
necessary to fully exploit the possibilities of the plot of land 
included in the farms. It is, therefore, necessary to employ a 
number of machines CO perform those operations which are per- 
formed by labourers in a small farm Better type of ploughs which 
can plough the land to a greater depth shall have to be purchas- 
ed in order to utilise those chemical ingredients of the soil which 
have remained so fat untouched on account of mere surface 
ploughing. Tractors, seed drills, threshing and reaping machines, 
and machines for cutting fodder. wiU all have to be installed m 
the farm in order to make production more economical. One or 
more tube wells should be sunk for the purpose of irrigation. 
Motor trucks will be necessary to transport agricultural produce 
expeditiously to the nearest market. In short those types of 
machines, implements and tools which have been recommended 
for use in India by those agricultural experts who are intimately 
in touch with the peculiar conditions prevailing in India^ should 
be employed. When this is done a great deal of economy will 
have been effected and the yield of the crop will become larger. 

In addition to the large number of economies introduced in 
the method of production resulting in the increase of the yield, 
large scale farming also makes it possible to fetch a better price 
for the yield. The produce can be sent to the best market after 
finding out the rates prevailing at different places. It will not 
be necessary in this case, as it is m that of a small cultivator, to 
sell the produce in the village or m any specified area. With the 
knowledge of markets, better price can be obtained. The pro- 
duce can also be stocked for sometime, if it is surmised that after 
a little while prices will nse. This is not possible m the case of 
a small farmer. Being financially very hard up he has to cell his 
crop as soon as it is harvested, irrespective of the price prevailing 
in the market at the time 
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Another very great advantage of large scale farming is that 
it makes it possible to carry on certain subsidiary industries of 
an agricultural character with greater ease and economy. Dairy 
farming, for example, can be carried on easily and economically 
on a large farm. The growing of fodder for cattle is not at aU 
difficult ; there is enough accommodation on the farm for cons- 
tructing cattle sheds ; their droppings, both liquid and solid, can 
be used as manure the milk or butter can be earned efficiently 
in farm trucks ; cali’es when they develop into bullocks can be 
used on the farm for those purposes for which the application of 
mechanical power is not easy. In short, the best occasion for a 
successful dairy farm is only in conjunction with large scale 
farming of a general nature 

Then, there is poultry farming, a very profitable busmess, 
indeed, provided that a man feels inclmed that way. and does 
not mind the false odium attached to it. The rearing of' silk 
worms, and the- keeping of bees, ate also promising subsidiary 
industries which can be earned on a large farm without any great 
difficulty. 

In the United Provinces at present, there is a growing ten- 
dency among well to do people to start farming on a large scale, 
either exclusively on their own lands, or after supplementing it 
with other rented plots in the immediate vianity of their own. 
Sugar cane is the most favourite crop which is raised on such 
farms, but ocheccrops are abo taken up. It is yet too early to 
say to what e.rcent large scale farms will succeed, but there is no 
reason why. if industry and skill and the requisite amount of 
capital are forthcoming, they should not succeed. 

There are, however, certain disadvantages also of large scale 
farming, if introduced in India on anything like a general scale. 
India is a Und of petty proprietors and cultivators. If a large 
farm is started anywhere, it means that a large area has to be 
acquired in one way or the other from petty proprietors or culti- 
vators A large farm, therefore, means the ejecting of a num- 
ber of tenants from their holdings, because no plots are lying 
uncultivated anywhere. This means unemployment for those 
who arc so turned out from those plots in which they had a bfe 
or permanent interest If this displaced labour is soon absorbed 
in agriculture or m other industries, it will be quite good for all 
But, unfortunately. It IS not easy for these people to get fresh 
plots of land in their own village or in other vdlages ,• as every- 
where land is in very great demand Nor is it possible for them 
to be employed in other industries, for the simple reason that 
there are none. 

Under these circumstances it IS very doubtful whether farm- 
ing on a large scale will do India any good, and whether even 
economic welfare of the country, as a whole, can increase in this 
way. If large scale farming is undertaken on reclaimed land, or 
if it is started by a number of cultivators on a co-operative or 
a coTdective basis, or if the displaced cultivators can get employ- 
ment elsewhere without any loss of time, only then can -we 
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recommend the adoption of large scale farming in our country. 
If that be not possible — and we are afraid it is not possible for 
sometime yet— we would very much like to be left alone with our 
small farms and farming on a small scale. 

Advantages of small scale farming Large scale production, 
be it manufacturing or farming or anything else, requires a large 
amount of capital. Those who arc rich can afiord to start large 
scale manufacturing enterprises, or large scale farming, with 
their own or borrowed money. Manufacturing business can also 
be carried on a large scale under joint stock system; and even 
those who are not rich can join such a business in how-so-ever 
humble a capacity But large scale farming has not yet develop- 
ed on joint stock lines in India and other countries also. So those 
who have not much money of their own, and hence cannot easily 
borrow any great amount, arc not m a position to start farming 
on a large scale. The small scale business, with certain necessary 
modifications and improvements, seems to be the type best suited 
to Indian conditions for a considerable time to come. It is 
therefore, really no use extolling the virtues of large scale manu- 
facture and large scale farming, when we definitely know that 
for a considerable time to come, this sort of business, even if 
desirable, cannot be introduced m a very large part of India. 
It will be much more useful if modifications and improvements 
are made m small scale manufacture or farming m order to make 
them more beneficial and paying for those engaged m them. 

Small scale farming is then very ^eminently suited to the 
conditions prevailing in India. The reader may be reminded 
that we have taken small scale farming to mean cultivation of 
between 5 to 10 acres of fertile, well irrigated and well situated 
plot of land. On such a plot it is quite easy for the cultivator 
to supervise and superintend the important operations himself, 
working all the while along with hired labour when necessary. 
The master’s eye can remain every where Our cultivators, 
however illiterate they may be understand very well the techm- 
- que of cultivation and can give a* very good account of them- 
selves. They can very well control the operations on a compact 
area of between 5 to 10 acres, but if the area becomes larger they 
may not be able to efficiently manage and control it. 

With small areas to control, the petty farmers can somehow 
arrange for necessary amount of capital. If, however, the area 
IS larger, our cultivators cannot provide the adequate amount 
of capital. No one would lend them a large amount, as m the 
case of a failure of crops it would become impossible for the 
creditors to reahsc anything from them. On a small scale, im- 
plements and tools of an improved type can also be used, though 
not machinery and mechanical power. As a matter of fact, the 
^employment of machinery and of mechanical power cannot do 
much good to the cou.itry mits present state, and also cannot be 
employed on any but a very small sc^e. If a cultivator introduces 
the improved plough and the improved hand implements and 
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tools ; also if his bullocks become a little stronger and less over 
worked, he will be well on the way to success. Already he has 
begun to use better seed, and get water for his fields from 
surrounding tube wells. If he likes he can also get electric power 
where it has been made available So, if only a little attention 
IS paid by him to the question of manure and to fencing his field; 
and if the system of co-operative purchase and co-operative 
marketing is also introduced, he will not remain at a very great 
disadvantage as compared to the large farmer. 

Subsidiary agricultural industries are of a great benefit to 
small scale farmers than to those who maintain large farms. A 
small farmer gets more spare time than a big farmer ; he can, 
therefore, devote himself with better results to subsidiary indus- 
tries. A small farmer needs a little more knowledge; he can 
then take a little more care of his farm and farm produce. He 
should also be made to understand that co-opcration in its 
various aspects is to be his sheet anchor. 



chapter xi! 

CO-OPERATION. 

Co-operation as a movement is the- result of a compromise 
between capitalism on the one hand and socialism on the other. 
After the Industrial Revolution, camtahsm became very pro- 
nounced in European countries, especially in England. On 
account of its many evils thai-did not fail to attract the notice 
of thinking men of the times, a sort of reaction conrmenced in 
Europe, originating from France. According to a prominent . 
French economist, while capitalism is an exploitation of the weak 
by the strong, socialism is an exploitation of the strong by the| 
weak' Co-operation is an attempt to do away with exploitation 
m any form. It aims at helping the weak and the poor, and 
make them strong and rich after some time The movement is 
not against capitalism. On the other hand, it really aims to 
make those who are not capitalists to-day. capitalists after some 
^time It IS a movement against poverty, helplessness, and 
‘despair. 

Its chief aim is to eliminate the middle man, as far as possible, 
from all walks of life. When wealth is produced, labourers are 
engaged by organisers The former get wag?s, while the latterj 
big salaries; and, when they are proprietors, also high profits. 
Co-opetation makes an attempt to ehminate organisers, as a 
distinct class, from the field of production, so that apart from 
wages, profits may also be earned by labourers who are regarded 
as the real workers in a factory. For this purpose productivt 
co-optraiion has been recommended by leaders of the 
movement. 

In the matter of trading it tries to eliminate the middlemen 
both from retail and wholesale business This is sought to be 
accomplished by starting co-operative stores, at first retail, then! 
wholesale also The difference between retail and wholesale 
prices now appropriated .by the middlemen, traders and shop- 
keepers, IS designed to be preserved for the consumers For t h i s 
purpose di{(rt6ulu’e co-operation has been recommended 

Its aim is also to eliminate the money lender as distinguished 
from banks. The former takes advantage of the momentary 
need of a borrower while the latter usually satisfies his needs for 
purposes of production. It recommends for this purpose an 
organisation for those who want to borrow. The idea is thad 
such men may not be compelled to approach a money lender, 
but may get money on easy terms from institutions of their own, 
and then satisfy their own needs. This would result in the 
elimination of the money lender, and the borrowers will not 
jjimve to pay high rates of interest to outsiders. Any interest that 
V .^ley pay, will go to their own society — or organisation, and will 
benefit them after some time. This is the task to be accomplish- 
ed by co-operaliie credit. 
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So the aim ol co-operation is to eliminate middlemen from_ 
iclds of production, trading and credit. There are, consequently^ 
several forms of co-operation, known as productive co-operation, 
distributive co-operation, also called consumers co-operation, 
and, finally, credit co-operation. In recent times co-operative 
activity has extended to many other spheres of public activity. 
The principle of co-operation, if properly understood and wisely 
applied, can really serve as a panacea for all evils, from which 
men generally suffer. It trieS*n) put heart into the down spirited, 
encourages them to be self-reliant, and stand on their own legs, 
without begging for favours from other people or institutions. 
It is an appeal to the better part of a man's nature: and if it 
.succeeds, even to a small extent, it wiU have done a very great 
service to humanity. 

Productive Co-operation. The first and most important 
attempt of co-operation was made in the field of production. 
The first experiment in this connection was made by Robert 
Owen, a rich English mill owner, who possessed a noble and 
generous heart, and felt for his labourers more keenly than any 
socialist leader. He started an oiganisation, by means of which 
he tried to bring producers and consumers of goods together at 
one place, so that there may not be any necessity for a middle 
man and consequently profits may be eliminated altogether. 
Unfortunately he signally failed m this attempt. Several other 
attempts were made !n England. France and ^other countries to 
eliminate the organiser, and substitute for bim an elected 
representative of the workers themselves, but ,none of these 
schemes succeeded any where. ** • 

In the first place, with the developments of economic life, 
the productive' process has become highly cofnplex. The function 
that an organiser has to perform has now. become so difficult 
that it is not every man who can perform it satisfactorily. A 
high degree of skill is necessary, and a great resourcefulness is 
needed in him. These qualities of head and heart are not easily 
met with in elected representatives of workers in a factory They 
cannot be expected to perform the important functions of arr 
organiser with the requisite amount of efficiency. 

In the second place labourers themselves were also responsi- 
ble to a large extent for the failure of productive co-operation. 
T'ney wouid not obey tbc orders and directions ol one oi t’nera- 
selves with the same promptness and loyalty as they would those 
of an outside organiser or general manager- For such reasons 
productive co-operation in industrial sphere did^not succeed. 
Very recently, however, it has succeeded m a number of work- 
shops started on a small scale in France. It cannot be called a 
success in the real sense, however, because industrial production 
on a small scale, especially m Europe, is very little as compared 
to production on a large scale. ' 

Productive co-operatioD in Agriculture. The success of pro- 
ductive co-operation in the field of agnculture has been enormous 
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in Russia where the system in vogue is that of co-operative and 
collective farming- Even in industrial sphere, it has succeeded 
fairly well in Russia. Co-operative industries m Russia are 
chiefly soap, tobacco, confectionery and tailoring workshops. 
Co-operation in Russia as it exists at present is not, however, 
recognised as true and genuine co-operation by orthodox 
exponents of the theory of co-operation. 

Productive Co-operation in India. It has not been tried in 
India, either in the industrial sphere or in the agricultural. Its 
success in the industrial sphere is difficult as there is no reason 
why it should succeed here when it did not succeed in other 
parts of the world. In agricultural sphere, however, .there is a 
scope and likelihood for its success. Co-operative farming is the 
best remedy that can be suggested for improving the position of 
Indian agriculture. In a country which has been the home of 
joint family system for centuries, and where even now, inspite 
of the inroads of western civilisation, people continue to live 
jointly, there is no reason why co-operative farming if devised 
along suitable lines, should not succeed. If even 10 per cent, of 
the effort devoted on the movement of co-operative credit in 
India, were devoted to popularising co-operative farming, much 
better results might have been achieved. Co-operative produc- 
tion m agricultural sphere has succeeded m the dairy industry 
of Denmark. In India it has succeeded, to a minor extent, in 
th^matter of milk supply to big cities like Calcnrta. 

[/ DISTRIBUTIVE CO OPERATION. This consists in starting 
an organisation financed and managed by consumers themselves. 
The aim is to do’ away with the shopkeeper or retail tradesman 
an<i thus keep with the consumers of articles the profit that 
might have remained with the tradesman. The first such 
co-operative store lyas started by 28 weaver-s of Rochdale in 
the year 1844. 

These weavers were very poor, but they possessed the great 
virtues of courage, comtnonsense. patience and faith in their 
effort. In 1844 they started work with a capital of £2B only. 
This was the beginning of the store movement in England, from 
where it has spread to different countries of the world. 

Characteristics of the Rochdale Plan (i) Goods are sold on 
current or market prices. So there is no attempt to supply goods 
at cheaper rates than are prevalent in the market. 

GO There are no credit sales, only cash sale is permitted. 
This was the most outstanding single cause of the success of the 
movement. 

(*»0 Net profits ate divided among members, not in propor- 
tion to the capital invested by each, but, in proportion to the 
made by each member during the course of the year. 
This kept the members tied to his store. The store got ready 
customers, while the customers found a way to earn profits. ' 
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y^Cauits of the success of co operative store movement in England. 

(1) After the Industrial Revolution, food stuffs and other neces- 
sary articles had become very dear. Traders and merchants 
adulterated food stuffs, and gave short weights and measures to 
their customers. So, there was a great demand among the poorer 
members of English society for reliable stores. 

(2) On account of high over head charges, the difference 
between the wholes’ale price and retail price was sufficiently high. 
Comparing India and England in this respect, it may be pointed 
out that the percentage of profits m England, on retail sales, is 
usually between 15 to 20 p c., whereas m India it usually does 
not exceed one anna in the rupee, which comes only to about 
6i%. The profits of the Triplicanc Stores of Madras' are only 
between 7 to 8%. 

(3) Food in English stores is sold in higher stages of prepara- 
tion than in India. In England, for example, bread and butter 
are sold, while in India, it is mostly wheat ard milk. So. there 
IS greater scope, for profits m English stores than m Indian. 

(4) There is a large wage earning class in England, which 
resides usually in towns owing to a uniform standard of life 
among all labourers, large quantities of the same thing are 
demanded at the same time. In consequcrce the production 
of articles on a large scale becomes easier. 

(5) On account of the development of trade unionism in the 
country, a spirit of association has been developed which helps 
the formation of any new society or organisation, and ensures 
Its success 

(6) In England, shopping is done by women. For this reason 
cost of distribution is reduced very much In India, on the other 
hand, there is the practice of door to door delivery, as in 
Bombay. 

(7) The movement in England had the advantage of a start. 
The establishment of the Wholesale Soaeties consolidated it, 

^and gave it a self sufficing status, which contributed largely to 
^its success. 

(8) The educated people of the country helped the movement 
both BVitib iVixwrej' Siid sdw/ce. The Ckristrsn Soci'shses were 
prominent in this connection In India, on the other hand, the 
intelligentsia have kept themselves aloof from such movements. 

(9) The most potent cause of the success of the movement 
was restriction to cash sales only. Although in the beginning the 
English stores met with considerable difficulty m keeping to this 
practice, after some time the customer? became accustomed to 
cash sales. 


Causes of the failure of the movement in India (a) Ignorance ' 
of the basic p rinci ple o f the movement is the first ^cau'se. Stores 
_are considered to be places for'cheap'buying-while as a matter 
of fact, the real aim of the store is to enable a buyer to get full 
value for the money he spends on purchases anywhere. 
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(6) It IS very difficult m India to find an honorary menager 
who might, at one and the same time, be a member of th'* store, 
and yet may regard himself as almost an employee of it Second, 
or even third grade people, have to be appointed as managers 
of the stores. Under these circumstances, one cannot expect 
a high degree of integrity and honesty from managers. 

The practice of door to door delivery does not contribute 
very much to the success of the movement. 

(d) There is no uniformity in demand 

(e) Articles are demanded at a very e.arly stage of produc- 
tion, 

CO-OPERATIVE CREDIT. The movement of co-operation 
has also been extended to the field of credit where its aim is 
to ' eliminate the money lender The credit for the initiation 
and development goes to Germany. The movement oiiginated 
in that coun*Ty and was led by two great Germans, namclj 
Schulse-Deilitsch and Raiffeisen. The agricultural conditions 
in Germany were highly unsatisfactory in the middle of the 
19th century. Agriculture is every where an uncertain 
occupation. On account of this uncertainty, those who are 
engaged in it have to seek for financial assistance, some 
time or the other, from outsiders For this reason, agriculturists 
are more likely to fall into debt than others This was the 
position m Germany, where the peasantry had fallen heavily jn 
-debt to the money lenders who were mostly Jews. The two 
Germans came out with their plans to start co-operative credit 
societies, one m the rural and the other in the urban areas 
at almost the same time. Raiffeisen was the man who was more 
interested in the introduction of credit movement among rural 
areas, Schuleze Deilitsch, on the other hand, tried to start credit 
societies for the purpose of helping petty shop keepers and 
artisans residing in towns Wc give below the characteristics of 
both the models 

Schulze Deilitsch Model This is a sort of town bank. It 
provides credit only to its members, and has a share capital Each 
share is generally of quite a respectable amount This results 
nt Alwifr, ivir.aitxe £sirb .me.tolw .mits.*- 

one share, although, at the same time, none can bold more than 
one share. Without shutting small industrialists from subscrib- 
ing. the amount of share is fixed at as high a figure as possible. 
The amount of the share is payable either at once, or m small 
instalments. Until a share is fully -paid up, all profits accruing 
upon It are utilised towards payment of instalments The liability 
' of share holders is generally unlimited, but can also be limited 
These banks furnish credit to their members, either in the form of 
loans, or in the form of a trade discount, usually for 3 months, 
though this period may be extended. 
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The entrance fee of members is transferred to reserve fund. 
On the security of share capital, reserve fund and the unlimited 
liability, futher supplies of capital are received. Business of these 
societies is conducted in an up-to-date style m an imposing 
building, yid a large number of derks are employed 

Raiffeisen Model This is a credit society meant for people 
who carry on the occupation of agriculture and reside in a village 
or a rural area. In this model there is no subscribed capital, 
and the liability of the members is unlimited. No dividend is 
distributed among share holders, but the entire sum is kept as 
reserve. The reserve is of two kinds, («) that which is utilised 
only in case of losses (6) that which is used for extension and 
development purpose. The former is the reserve fund proper, 

. while the latter IS really the foundation fund. The loan capital 
IS made of small savings and deposits. It receives loans from 
central banks which are formed especially for this purpose. 
Deposits arc received from members, as well as non-members. 
These societies help their members m the purchase of property 
by advancing money. Sometimes the bank itself purchases pro- 
perty. if the members are. for some reason or the other, com- 
pelled to sell It at a time when prices arc exceptionally low. 
After purchasing them from members at a low price, they sell 
them at a higher price. The difference between the two is given 
to the owner of the land. 

Raiffeisen banks have done a great deal to improve the posi- 
tion of the agriculturists in Germany. They have brought 
together the agricultuusts who used to live a lonely life, and were 
mostly ignorant. At present. 50 per cent, of the independent 
agriculturists of Germany are members of rural banks, and 
another 10 per cent, chiefly big farmers, are members of town 
banks Raiffeisen banks arc most popular in south west Ger- 
many, which is the home of the small peasant proprietor. 

Co-operative Credit in India Under the Viceroyalty of Lord 
Curzon, the first Co-operative Credit Societies Act was passed 
in 1904. The following were the important provisions of this 
-Act • — 

1. A co-operative credit society can be started when ten or 
more persons, usually residing in the same town or village, agree 
to become members of the society. 

2 The main business of the society is to raise funds by means 
of deposits from members or by loans from non-members. 
Government and other co-operative societies, and then to 
distribute these funds- to those members who stand in need of 
money. 

3. The liability of a member is to be unlimited. 

4 In the case of societies started m towns the dividend is 
payable, after twenty five per cent of the profits are transferred 
I to the reserve funds. 

5. The liability of an urban society may be cither hunted or 
unlimited. 
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6. No single member can hold more than one sixth of the 
shares, nor can his share exceed Rupees one thousand m value 
nor can he have more than one vote. 

The purpose of the Act was to confine the area of a co-opera- 
tive credit soacty. to a village, so that the members ma5 be very 
well known to one’another, and therefore may be in a position 
to influence one another in certain essential respects. The 
purpose being to inculcate thrift among people, it was considered 
necessary that members should help one another in resisting thej 
demand of the society to spend large sums of money on certain 
social occasions. The liability of members was kept unlimited, 
in the first place to impress upon them the importance of mutual 
help and sympathy, and in the second place to improve their 
security m the eyes of other creditors. 

It was expressly laid down that loans were to be given to 
members mainly for productive purposes such as current agricul- 
tural operations, permanent improvements in land, and, very 
rarely, for unproductive purposes, such as expenses on some 
religious occasions. Loans could also be granted for purposes 
of the redemption of old loans. The management was entrusted 
pcimatily to the managing committee, elected by the general 
committee, composed of all members of the society. The general 
committee also appointed a paid secretary, and jt alone could 
amend bye-laws, pass balance sheets, and fix a maximum amount 
of credit which the society could lend to different members m a 
particular period of time. 

If the number of members m a society becomes very large, its 
efficient management comes down ; on the other hand if the 
number is very small the expenses of management become 
proportionatly heavy and do not leave any margin for reserve. 
The primary societies ate granted certain concessions by the 
Government. They are for example exempted from income- 
tax and registration fees They are also exempted from ordinary 
commercial law of compames The Government treasury 
also gives them facilities for transfer of money. 

Test of Efficiency. What is most needed in a rural ’Co-opera- 
tive Society IS the regularity and punctuality m the payment of 
interest and the return of capital It is a matter for regret that 
these important qualities arc not very well developed in many 
of our countrymen, for the obvious reason that illiteracy is 
general. When payments are not regularly and punctually made, 
a society cannot succeed The test of its efficiency therefore, lies 
in the fidelity of the members regarding the principles underlying 
their society, the most important of which is the fulfilment of a 
promise at the right time and in the right way. 

When payments ate made regularly and punctually, there is 
no reason why a society should not become a success within a 
short time Its profits will increase when there are no unpaid 
’ instalments and dues, and, in consequence its rescr\c mil increase 

though this period may be excenueu. 



CO-OPERATION 


185 


to a large extent. The stability of a society is measured in terms 
of the amount of its reserve funds. Outside agenaes will ad- 
vance money on easier terms to those societies which have a 
greater reserve fund to fall back upon in case of need. 

^(^vantages of Co-operative Movement in India There are 
[nriuiy advantages which India can derive from the success of Co- 
operative movement. They may be divided under four heads. 

(i) Economic Benefit*. 

The aim of a Co-operative Credit Society is to enable the 
cultivator to get money at cheaper rate, utilise it for productive 
purposes, reduce his unnecessary expenses which sometimes he 
finds himself compelled to incur under social pressure, and to 
inculcate the habit of thrift by depositing his saving in his Own 
society, so that its stability may increase and he may be in a 
position to derive greater benefit out of it. If a co-operative 
society succeeds in achieving this there is nothing left to be done 
for the Indian cultivator If he produces more and consumes 
less 5 pays a lower interest and that, too, to his own society; and 
lastly, develops the habit of saving, he becomes entirely a chang- 
ed man. This is certainly the object of a Co-operative Society, 
To what extent it has succeeded in achieving any of the above 
objects, or can achieve them in the manner m which they are 
sought to be achieved is a different question on which opinions 
vitally differ. 

It is said that in some parts old debts have been paid off, 
which earned high races of interest, and the cultivators have now 
been relieved to some extent. It is also said that the Co-opera- 
tive Society has disturbed the traditional hoards, of India by 
inducing to some extent, the Indian cultivatois to deposit their 
savings in Co-operative Societies It has also been pointed out 
that on account of Co-operation improvements have been made 
in agricultural land, through better seed, implements, manure 
etc. We. however, maintain that although all these benefits are 
latent in the scheme of co-opcration, no appreciable advantage 
'has as yet accrued to India by this movement. When we com- 
pare the result with the efforts and expenditure of the Govern- 
ment on the movement during the last 39 years and more, we 
arc highly disappointed. 

(ii) Educational Benefitg, 

Other advantages associated with the progress of the 
co-operative movement are of an educational nature It helps to 
educate the cultivator considerably when he becomes a member 
of a society and takes part m its deliberations. For an Indian 
cultivator to be a member of a soaety, and to be called now and 
then to attend a meeting and sometimes to be elected even to the 
Wuanagmg committee, is somethmg very extraordinary. He 
^Certainly feels much elated when he is appointed a member of the 
managing committee or becomes tbe Surpunch. If he wants 
to take further and closer interest in the society, he will certamly 
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have tQ know something about its rules ard regulations. If he 
does so, it will no doubt educate him to some extent. But if it 
is seriously asserted that m order to take active interest in the 
affairs of the society and in order to understand figures m pass- 
books, check receipts, and sign promissory notes, literacy has 
actually been encouraged, we cannot agree with those who hold 
this opinion. 

The unlimited liability of a co-operative society is, no doubt, 
a very good means of creating mutual dependence, trust and 
confidence among members of a society. When one knows that 
he has to suffer, and is prepared to suffer, for the action of 
another, it no doubt makes him a very good man ; but if he does 
not at all realise the significance of unlimited liability, we do not 
think he can gam anything by Its being made a cardinal feature 
of the society. If conscientiously followed and carefully under- 
stood, the principles underlying a co-operative credit society ’mU 
in no time change human beings into angels but the question is 
to what extent this principle is actually understood and sincerely 
acted upon. 

To .say that the principle of unlimited liability has acted as a 
great check upon unthrifty habits of cultivators and that social 
opinion has become in favour of economic living is to indulge in 
exaggeration. They are all possibilities of the Co-operative 
movement, but not its actualities. 

(ill) Social Btnefits. 

The idea of limiting the area of a co-operative credit society 
either to a single village or to a principal caste or tribe was to 
ensure that members of such a society knew one another perfectly 
well, and could observe and check one another's actions in 
economic and social spheres That is to say, if one of them was 
inclined to spend more on the occasion of a social custom others 
would dissuade him from adopting this course, as they would feel 
that their liability for his default was as great as that of himself. 
They Would not, therefore, easily permit such a person to spend 
more than absolutely necessary on such an occasion, and m this 
way would save him from excessive expenditure and consequent^ 
financial difficulties This is possible only when say, 8 or 7, or 
even 6 out of 10 members are against spending money over such 
_^social functions, and arc prepared to incur the odium of other 
jpeople of the village But if 10 out of 10 ate, m their heart of 
hearts, anxious to get a laigez ataount of money, so that they may 
spend more on such social functions, it is not possible for any 
improvement to be effected. We are constrained to say, even 
in this connection that no serious attempt has yet been ^made by 
those incharge of the movement, to explain all these principles to 
those whom they succeed in induang to become members of a 
cc-operativc society. We do not think that any social benefits 
worth mentioning have been conferred upon people by th^ 
co-operative societies uptil now except m the Punjab where the 
causes of its success are different from those that appear on the 
surface 
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(r'y) Other BeneJiU. t 

In certain parts of the Punjab, the monopoly of money lenders 
has been broken by co-operative societies. But this seems to 
have been only to a very minor extent otherwise there would not 
be any necessity, what-so-ever, for the .passing of the Land 
Alienation Act, and many debt legislation. The Provinces have 
tried by various means to check the activities and reduce the 
powers and influence of money lenders in different Provinces 
of India. But they seem to possess cat's lives. 

We have said enough in connection with the supposed bene- 
fits that co-operative movement has conferred upon India. We 
wish we could say that the movement had succeeded in the 
country, and had done that amount of good which was claimed 
for it. But this cannot be conscientiously said. However, one 
IS always open to error, y 

Characteristics of the ^o-operative Movement in India, (a) It 
has been official in its conception, initiation and control. It 
cannot be called a people's movement, as it has been in Germany 
and other European countries. In this respect it resembles Japan, 
more than it does any ocher European country. 

(6) At h^ been confined mostly to agricultural credit. The 
first Act of 1904 was confined to co-operative credit and was 
named as such. It was only m 1912 that its scope was widened. 

(c) The people meant to be benefitted are mostly illiterate. 
This was not so in Europe, even in the middle of the 19th 
century, except in Russia, where illiteracy was almost as great 
as in India at present ; but there were other good features in that 
country which are absent in India. 

(d) Because of this illiteracy and lack of training in other 
respects, people are quite ignorant of the true principles of 
co-operation and their importance. The movement is generally 
regarded as a Government movement, in which it is suspected 
that the Government is interested for some ulterior motive. 

^ (e) The intelligentia m the country are apathetic in this 

tispzct. In Europe, the movement was initiated and developed 
mainly by the well-to-do. but sympathetic people. In India, on 
the other hand, the non-officials ate not interested and are also 
generally kept at a distance by the officials of the Co-operetive 
Departments. 

(/) So far as the actual work is concerned, it may be said 
Chat there have been more attempts on the part of both high 
and low alike, at window dressing than any really useful work. 
This has been so with the possible exception of the Punjab, 
where other causes have combined to make the movement a 
greater success than in other provinces. 

^ ^ (?) The spread of the movement, as pointed out above, 
been along a single line. In Europe it was found that a combina- 
tion of functions proved very useful. With credit societies, for 
example the functions of purchase or sale were also combined. 
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This has not yet been attempted on any appreciable scale in this 
country.- 

(A) There has been very kttle consolidation, mspite of the 
grave warnings given by Madagan Committee in this connection. 
The result has been a sort of demoralisation owing to slack 
management and msuflSaent control Lack of supervision and 
audit has been a marked feature in a large number of Provinces 
. Characteristics of a truly Co*«perative Society (1) Know- 
ledge of co-operative principles is essential, and members should 
be properly selected with due regard to their character and 
capacities. 

(2) Honesty should be regarded as the basis for credit 

(3) Dealings should be confined only to members. 

(4) Loans should not be granted for speculative purposes. 

(5) ^ There should be scrutiny and vigilance before and after 
advancing a loan 

(6) The constitution of the Society should be democratic. 
This means that its real powers should be vested jn the bands of 
general members and not in the hands of the Committee, 
durpaneh or the Secretary. 

(7) Greater attempts should be made to inculcate thrift 
among members. 

(8) There should be only one vote for one member 

(9) Capital must be increased by means of savings, as far as 
possible. 

(10) There should be greater punctuality in repayments. 
Crilicism of ihe movement in V.P. by Ike Oaledtn Commiltte loilh 
referenre to the Icn cAorocImsUcs yifen dboie, 

1. Few of the memhers understand the purpose of the 
Society Co-operative education is quite unsatisfactory Members 
are not carefully selected. Societies axe opened more for the 
sake of show by the agents of Co-operative Banks than to serve 
any useful purpose. 

2. Ciedit IS granted to those who succeed m securing the 
favour of the Surpanch or the Secretary, and not much attention 
is paid to honesty. 

3 Dealings are generally confined to members only 
4. Occasionally loans arc granted for purposes which cannot 
be called productive, though they are not speculative either. 
Loans for marriage expenses are regarded as legitimate ; also the 
record of purposes for which money is lent is not at all reliable 
.... 5- There is no scrutiny before, and no vigilance after, a loan 
is-gcanted PunchayaU and members neglect their duties- in this 
respect enotely. In sever^ soaeties loans are recorded as repaid,'^ 
and a fresh loan is shown as made, though, m fact there was ■ 
’ nierclyabook adjustment. 
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6. Though nominally democratic, the powers are vested in 
the Panch'iyat or the Surpanch and sometimes in the Secretary. 

7. No appreciable result has been achieved in this respect, 
though the amount of reserve fund has increased to a consider- 
able extent. Indebtedness, however, has not shown signs of 
diminution. 

8. and 9. They are generally followed, though in the matter 
of 9. some difficulty is expenenced, and societies depend mainly 
upon financial assistance from the Co-operative Bank, 

10. This is not at all observed and is one of the most important 
causes of the decline of the movement in the Province. 

Other defects pointed out by Oakden Committee, (a) Insu- 
fficient and unsuitable staff, (A) The lack of honorary workers, 
(c) Hostile attitude of money-lender, (d) Serious abuses at the 
time of liquidation. («) Embeszelment and corruption. (/) 
Favouritism in making appointments (?) Lack of co-operation 
between the co-operative department and land-holders. 

Summary of the main recommendations of the Oakden Com- 
mittee. 1. More attention should be paid by departmental 
officers to organisation and supervision which have been much 
neglected. 

2. Central Banks should be relieved of duties of organisation 
and supervision which should be entrusted to a Provincial 
Committee with a general control over the staff. (This has been 
accepted by the U. P Government. It is becoming gradually 
powerful). 

3. School teachers should be encouraged to become interest- 
ed in co-operation and their services as Secretaries of societies 
should be obtained whenever possible. 

4. There should be standing committees for making loans to 
individuals and for fixing the actual demand at each harvest. 

5. Societies for the sale of agricultural produce are not 
recommended at present. 

6. More societies for the supply of seed, implements, sugar- 
cane, presses etc , should be started 

7. The help ot co-operation should be taken in the consoli- 
dation of holdings. 

8. An increase of supervising and inspecting staff is recom- 
mended 

9. A Provincial Bank must be started as soon as possible. 

10 Land mortgage Banks ate also recommended. 

Present Position As a result of the recommendations of the 
s Oakden Committee the control of supervisors has now been 
y transferred from Banks to a Provincial Supervising Union and 
pn attempt has been made to restore the primary society to its 
rightful place as the key-stone of the co-operative system. There 
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is now a greater co-ordmation between the co-operativee depart- 
ment-and other welfare departments. It has also been ralised 
•that the problem of the villager cannot be solved by credit alone 
and that if his lot is to be improved, every aspect of village life 
must be treated together, *.e , what rural reconstruttion society 
or better farming and better living soaety attempts to do. Its 
avowed object is to promote the economic and social interests 
of the members by te-orgamsing the common life of the village, 
and in particular to enable them to improve their condition 
through co-operation The society tries to create and focus 
public opinion in the village, and to develop public conscience. 

Land Mortgage Banks. About 40 years have passed since 
the inception of the co-operative movement in India. The 
experience gained during this long period has compelled the 
advocates of the movement to moderate their original expecta- 
tions in regard to the possibility of wiping off the colossal in- 
debtedness of the rural classes through its agency alone. It is 
now being realised that the ordinary co-operative credit societies 
alone wiU not be able to cope with this problem, and that they 
must be supplemented by other kinds of organisation dealing 
speafically with the problem of rural indebtedness. 

In order to bnng about the permanent release of the agri- 
culturist from his indebtedness, loans for sufficiendy long periods 
are necessary. They are also required for effecting costly but 
profitable improvements in land. The co-operative societies 
can meet with difficulty the current needs of the agriculturists. 
They cannot afford to lock up their funds for a long time. 
Moreover, the Raiffeisen type of a village bank, cannot meet 
the requirements of the large landed proprietors, who fall an 
easy prey to the money lender. • Land Mortgage banks when 
started, will displace not only the money lender, but also the 
present unsatisfactory system of State loans 

The type that suits India The question depends pardy upon 
the class of persons whose long-term credit needs are to be served. 
The Commercial Land Mortgage bank may perhaps be better 
suited to finance big Zammdara As far as relief to small agri- 
culturists and owners of small holdings is concerned the co-oper- 
ative type IS the most suitable The poor ryots with small 
holdings, cannot secure credit except through organisations 
based on mutual association and guarantee. The funds of such 
•a \nnh. 'Ci*?. wJo wt, •;}?«. 'cdlrts.Wit •gerai'iiTrt.'fee 

of the properties mortgaged by the members It follows t^t 
these members should have a voice in the management of the 
bank. i The schemes adopted and worked in the Punjab, Madras 
and Bombay ace in a sense of the co-operative type But strictly 
speaking the type which is in vogue is of the Quasi-co-operative 
variety 

. Their constitution in India They are conceived as limited 
liability associations of borrowers with a few non-borrowing 
individuals thrown m for attracting initial capital as well as the 
business talent and organising capacity needed to make the 
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management effiaent. The number of shares owned by members 
IS limited. The rule of one-man-onc-vote. irrespective of the 
share capital subscribed by them, is generally adopted. Dividends 
are restricted to a low figure and the goal of gradual elimination 
of non-borrowers is kept in view to give a co-operative touch. 
The fact, however, remains that the work of a mortgage bank is 
recognised on all hands to be extremely impersonal. The human 
and personal element which are the chief characteristic of the 
Rai&isen type cannot be infused into them in any appreciable 
measure. 

Co'optrative Sale Societies Co-operative marketing through 
sale societies was first introduced in the province of Bombay but 
has now extended to different provinces There arc at present 
many sale societies in the country. 

Their Organisation and Business The primary aim of a sale 
society is threefold: — 

(1) To sell the article of its members tor adequate prices 
by a suitable method. 

. (2) To supply them with pure seed. 

(3) To disseminate information regarding agnculture and 
ttade among growers and buyers. 

The constitution of the societies is a mixed one and both 
individuals and soaeaes are admitted as members. The article 
U sold even to non-members, through the society, in order to 
induce them to become members Of course, , non-members do 
not get the bonus on sales which is distributed among members 
only. Members are admitted on condition of taking up a share 
in society and agreeing to sell their produce through it. The 
question of members' loyalty raises some difficult problems. The 
members arc not to be blamed for this breach of trust, for the 
credit societies do not always extend them timely finance. 

Methods of Sale. When the article is brought to the sale 
'Society it is always weighed in the presence of the owner who is 
given a receipt. If he wants an advance, it vs paid to him upto 
60 per cent, of the value of his goods The next stage is grading 
of the article according to its colour, cleanliness and' other 
characteristics. The date of auction is announced and state- 
ments are sent to the buyers with avcrafe sample of each class. 
There is a keen competition among the buyers which secures 
higher prices. Unless the owners advise the society to sell their 
cotton, It IS not offered for auction. After meeting all the 
expenses and carrj’ing j of the profits to the Reserve Fund the 
balance is distributed as dividend on the share capital and as 
bonus among the members on sales. 

Benefits of cO'operative sale (1) Weighing is done in the 
presence of the owner. 

(2) Adequate and higher prices ac^e realised 
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(3) No indiscriminate allowance is granted to the buyers. 

(4) Sometimes produce is insured against damage or loss 
by fire. 

(5) Prompt payment of sale proceeds IS made to the owner 
of the article 

(6) Loan is advanced on the deposit of goods upto 60 per 
cent of the market value at a low rate of interest 

(7) Information regarding daily fluctuation is obtained. 

(8) Superior quality is sold in big lots. 

(9) Seed of the approved type is supplied to them. 

(10) A bonus IS paid on the quantity of the article sold and, 
dividends arc given on the share. 

Difficulties 10 the way of cooperative sale. 1. Want of 
loyalty of members and inadequate finance supplied by credit 
societies, arc serious handicaps. In order to give financial help, 
the Government should hand over a portion of its cash balance 
during the harvesting and marketing period to well conducted 
societies. 

2. Lack of godown facilities is another great difficulty. 
Government should either itself construct warehouses and let 
them to sale societies, or advance loans to enable them to build 
theit own godowns. 

3 Lack of suitable plant. The sale societies must have 
their own necessary plant to handle the material for sale Pooling 
System should also be adopted on the Gujrat system for poobng 
of prices and goods, and the payment of the average price for the 
season may be found to be more profitable. A Federation of 
Sale Societies should also be organised to increase their bargain- 
ing power. 

Rural Reconsiructiou The Victorian era in India was the 
period of urban glorification The country side was almost 
entirely ignored. Now, however, there seems to have begun 
a violent reaction The rural conscience has been stirred and 
the danger to be guarded against at present is, the almost blind- 
zeal of the reformer. There are some who want to re-build the 
village after the aty, with which they arc familiar; -there are 
others who wish to reform it from within. 

The co-operative movement itself is indeed a great espen- 
ment in rural reconstruction but it has not proved as successful 
as It was expected to be. The reasons are not far to seek. 
Concentration on the credit side of the movement with only 
half-hearted attempts for the co-operative organisations of 
supply and marketing, a growing multiplicity of institutions for 
various purposes, the tendency to regard tha agriculturist as a 
bundle of vanous needs to be met separately, the neglect of the 
educationd, sanitary, medical and the social sides of the village’ 
life, explain very clearly why the achievements of the co-opera- 
tive movement during the last ^ years have fallen so far short 
pf its objective. 
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Tiioss who balong to the -first category, mentioned above, 
object to the use of ihe word “reconstruction” They say, it 
implies the existence of something that was valuable which has 
been destroyed and which it is out aim to reconstruct According 
to them, there was nothing in the history of the country for 
which we could feci proud! and that the past in our village life 
was nothing but inglorious. According to others, people of the 
first view have misread the history of the country. The history 
of our villages forms the most glorious chapter m India’s history 
of self-government, and it should really be our object to revive 
though with necessary adaptation, the agencies of yore. The 
problem before the revivalist reformer is therefore the dual prob- 
lem of re-habitation of the economy of country life, and quicken- 
ing of the pulse of family life Education of grey haired and 
the young is the first requirement. They must be made literate 
When the grey heads become literate, the problem of education 
of the young will become quite easy. The institution of the 
village, must be revived. If possible, school should be located 
on regional, rather than on a communal or sex. basis 

The next consideration appears to be cleanliness of the village. 
The front and back yard of every house should be swept by the 
house-owner himself There ace certain festivals which, if obser- 
ved in the right spirit, can go a long way to solve, or at least ease, 
the problem of cleanliness of the village 

In short, there are two institutions on which we must concen- 
trate. first the school, as centre of community life , secondly, the 
woman as the centre of family life. We want to make the villager 
take an intelligent interest in his institutions, and revive them 
with uecessacy changes that the spirit of the times demands. 

The various departments of the Province should study its 
special needs and make provision for them with materials which 
are indigenous, and which are manipulated by the agency which 
IS locally drawn The village is still an unexplored region It 
calls for the explorer. 

Co-operative Housing Societies The co-operative housing 
movement had its origin in England in the beginning of the 
19th century. It was started by the labouring classes to 
free themselves from the oppression of high repts levied by 
the landlords. In India, the movemeni had its origin in the 
^onibay Presidency, after the Co-operative Societies’ Act of 1912 
had legalised the formation of Societies for purjioses other 
than credit. 

There are two main systems of co-operative housing: one is 
known as the Individual Ow'netship system, and the other as 
Co-ownership or Tenant-co-partnership system. 

1, INDIVIDUAL OWNERSHIP SOCIETY 

f This is the older system of the two These societies are 
merely loan societies somewhat hke our credit societies, but 
having the sole object of making loans for erecting or purchasing 
a residential house. There ace several varieties of this system 
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(a) The Terminating Bulling Society It takes only a 
limited number of persons who want a house as members, each 
of them undertaking to-conttihute weekly, or monthly subscrip- 

, tions. As subscriptions accumulate, the amount is lent to each 
member by turn, the selection being made by lot or agreement. 
The loan is made on the mortgage of the house, the borrowing 
member being required to repay it with interest by monthly 
instalments. When all the members have been helped by 
loans to build or purchase houses, the society waits till all 
'the loans are paid up. The accounts arc then finally made 
up, the profits distributed, and the society dissolves. 

(b) The Permanent Building Society It is one, the 
membership of which is not fixed It is based on shares, and 
receives deposits and loans It goes on enlisting new members 
and making loans as funds come in The period of repayment 
vanes up to as long as 20 years In the case of a house to be 
newly built, advances are made in instalments, from time to time, 
upto the sanctioned amount on producing certificates of progress. 

(c) The Hire Purchase System — In this system, the society 
builds houses on its own account to suit the requirements of its 
members who occupy them as ordinary tenants with the option 
to purchase them by paying the price in small instalments along 
with the rent. As the rent includes interest on capital, and also 
other charges, the tenant has to pay only the price, and when 
the full amount is paid the house is conveyed to him Such a 
system is possible only in those societies which have got large 
unused funds in hand. 

2 THE CO-OWNERSHIP OR CO-PARTNERSHIP SYSTEM 

In this system the society takes up a large area of land and 
constructs budding, thereon, for the residence ot its members, 
and makes provisions for their common benefit Members reside 
in buildings as tenants of the society They contribute capital 
to the extent of ‘ to 1 of total cost, in proportion to the gross 
residential area provided The remaining capital is raised frortw- 
outsiders by way of a long period loan which is taken on the 
security of all the buildings In England, the societies of this type 
issue debentures, or long term bonds, ot varying v.alues. bearing 
interest at 1% above the bank rate. Such bonds are very popular 
.w /axiivAryi juid ave? innAjiib' dir 

our country, they have not yet become popular Hence, the 
Government of Bombay has undertaken to advance loans to 
Housing Societies of this type to the extent of the paid up 
Capital, repayable in 40 years by annual instalments, with interest 
at 5V%. Governments in other Provinces have recently com- 
menced to advance long term loans for this purpose at about 
6 per cent , 

In this system, the position of the society, as well as of T 
members, is secured The soaety holds a substantial stake of the ' 
members and there js no chance of default. Though no member 
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is the owner of any building, yet all members arc joint owners of 
all the buildings. It is something like the ownership of a Hindu 
joint family, but without the right to ask for separate share by 
partition It is socialist ideal in which the ownership rests in the 
community as a whole, and not in individuals The society is 
managed by members themselves, and though they are tenants, 
the society' itself is the landlord. The rights of tenants and the 
landlords are merged in the body and hence the system is called 
‘co-partnership’ or ‘co-ownership’ system. 

CO-OPERATIVE HOUSING IN INDIA 

The Saraswat Co operative Housing Society, Bombay. — The 
society IS based on the 'co-paitnership system' It has erected a 
large number of buildings on the land taken from Bombay 
Improvement Trust on a lease of 999 years The cost of whole 
property now amounts to several lacs of rupees. The capital 
IS made up of shares of Rs. 20 - each and debenture bonds. One 
third of the total capital was contributed by members, the rest 
being made up of loans and deposits. The maximum rate of 
dividend is fixed at 5 per cent the same rate is paid on loan 
bonds. 

Progress. The success of the Saraswat Housing Society, 
and the announcement of loan facilities by the Government, gave 
encouragement to others to form similar societies At the end 
of March 1935, there were 75 soaeties m Bombay Presidency 
with a membership of 6000, and a total working capital of more 
than a crore of rupees. Out of 75, 28 are m Bombay city and 
Its suburbs: 23 m Ahmedabad and 9 in Karachi and the rest in 
other parts of the province. 

Tenant Ownership Sysienj.— Even the societies of individual 
ownership type help their members to build houses in close 
proximity to the land acquired by the society.- All the societies 
are formed on communal basis It was therefore considered 
* e.xpedient that some restriction should be placed on the right 
of a member to alienate his property to anyone he liked For 
this purpose the Tfnavt Ounership Sipicm was devised Under 
this Scheme, the society the time of handing over the plot 
of land to each member, conveys it by a lease, stipulating 
that in case of his intention to alienate it after or before 
erecting a building, the society shall ha\e the first choice 
to take it over by a right of pre-emption The lease also 
prohibits profiteering by laying down certain stipulations, that 
in the case a higher price be obtained from outsiders, tli,. society 
shall be entitled to a share of the surplus 

Tenants Society A variation that is possible in the above 
'^ystem is that a number of tenants may join together, to take 
one or more buildings on hire, from a landlord for a long term 
of years, for httipg out to tenants or to themselves The 
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efforts made to start such soaeties m Bombay have failed, 
chiefly on account of the unwilhngness of landlords to lease 
out property for a long term thereby depriving themselves 
of the chance of increasing the cent 

Absence of working class Housing Societies. No Housing 
Societies are started among the working classes in India This 
is in striking contrast to the conditions prevailing in England, 
where the Co-operative Housing Movement had its origin 
among its working classes. The reason is not far to seek Great 
efforts were made in England since the Industrial Revolution 
for a systematic development of thrift among the working clas- 
ses. Unfortunately, m India the question of thrift has received 
very little attention among the working classes, and no benefit 
societies have yet been started in this country for them nor 
have the few store societies started proved successful The 
Housing Societies requiring a much larger investment cf capital 
are, therefore, out of question tor them Those that have 
been started ate so fat confined to the middle classes, such 
as clerks, pleaders etc on a communal basis 

Difficulties of Housing Societies in India. (DA Housing 
Society has to invest capital without earning income and also 
to incur liability to pay interest on borrowed capital (2) In 
addition, the societies in Bombay undertook the construction 
work during the war time when the cost of labour materials 
had gone up very high, and a couple of years after, it again went 
down (3) The societies receive no favourable treatment from 
Municipalities. All these hardships hove greatly handicapped 
co-operative housing enterprise in India. 

Housing Societies io other Provinces In other provinces, they 
ace all of the type of the lending societies for individual owner- 
ship. There are at present in the Madras Presidency about 150 
societies with a share capital of 12 lacs The most intresting 
experiment is the Lahore ilcdel Toun Society tn ike Punjab. It 
has about a thousand members, a working capital of 35 lakhs, 
^ residential houses. 9 miles of metalled roads, a club house 
a tube well, a regular motor service, a school, and a dispensary. 
Thus it presents a great achievement. 
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Ofigin of Barter. We know that all production is under- 
taken for the satisfaction of oiir wants. As long as the family 
remains a ^elf sufficing unit of production all its wants arc 
satisfied by the efforts of its different members, and the necessity 
for an exchange of goods does not arise But when the wants 
of a family grow in number and variety, it no longer remains 
possible to satisfy all wants by its own efforts alone. Each family 
then, be^ns to specialise in th^production of a single commodity 
and satisfies its different wants'by giving a part of this commodity 
in return tor those which it needs Tins state of things is brought 
about firstly by an increase in the number of wants of a family 
and secondly by ita inability to satisfy all these wants by its own 
efforts. Specialisation of production brings about division of 
labour and results in the primitive exchange of goods tor goods/ 

Barter. Bartei is an e.xchange of one commodity for another 
If a farmer gives 20 seers of wheat to a weaver, in exchange for 
a Man of gurAo, the transaction is tailed barter There is in this 
-ase a direct valuation between wheat and cloth In this way 
cany commodity may be directly exchanged for another In the 
earlier stages of man's economic development, the system of 
barter was quite common His wants were still few and simple. 
But m course of tim^they became more numerous and complex 
With the change in the character and number of his wants, the 
primitive system of exchange namely ‘barter’ also became un- 
suitable and grew cumbersome Its weak points came into 
'-greater prominence, and people began to feel handicapped due 
to this clumsy method For example, it often happened that a 
farmer who wanted a than of xloth. could not easily find a \\ eaver 
.vihs'injV'vnnV' A'mri.WiVsa'iVciVnal- ihn/iiW wumW wilvuVin- mry- 
other food grain This xleaily icqvntcd a double toim-idcncc 
which was not easy to obtain always It also became diHicult to 
evaluate an increasing numbci of commodities in terms of one 
another. For ten commodities there were 45 values , but tor 100 
the number was 4590 ! 

Exchange; Sale and Purchase. So it becatU'^ incicasingly 
^ difficult to continue with ihc old system of exchanging commodi- 
■^ftics for commoditiesy' The problem was solved by selecting a 
piincipal commodity whicli every one was prepared to accept in 
exchange for h:s own, and by evaluatirig all commodities lu terms 
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of It. This prinapal commodity began to be known as money, and 
the process of barter was splitted up into two separate processes, 
sale and purchase. The farmer would first sell his wheat m 
exchange for money, and then w’lth this money purchase cloth or 
shoes or any other thing that he needed. The simple and direct 
method of barter was replaced by the more complicated and 
indirect process, called exchange Although apparently more 
compheafed and indirect, it removed all difiiculties of barter. 

Gain to bolb parties in Exchange. There are always two 
parties in every exchange transaction, and both should gain if 
there is no compulsion or complete ignorance on either side. 
This principle hold good both m barter and in exchange. An 
illustration from barter economy will make the point clear. 
Suppose there are two persons, one has m his possession 100 big 
mangoes, while the other has 100 big apples. The man with 100 
mangoes would naturally want a few apples in return for some 
of his mangoes In the same way the other man would welcome 
a few mangoes m return for some of his apples The man with 
100 mangoes does not attach very great importance to the last 
5 or 10 of his mangoes, because even without them he will have 
95 or 90 left. So he does not mind giving away 2 mangoes, if he 
can get in exchange for them one apple To express in a different 
language we may say that he estimates the worth of his 100th 
and 99th mangoes as equal to that of the first apple when it 
comes in his possession. 

The man with apples might also think likewise He too, 
is prepared to part With 2 of his apples, if he can get for them 
one mango. To him also the marginal importance of his 100th 
and 99th apple is not more than the initial importance of the first 
mango So each one is really prepared to give 2 of his own 
fruits m exchange for one of the other Now, suppose, after a 
number of clever moves on either side, the final rate is settled 
at one apple for one mango. It is obvious that both parties 
have gained m the transaction One was prepared to give 2 
mangoes for one apple, but gets one apple for one mango only 
The other was prepared to give two apples for one mango, but 
gets one mango m return for one apple only. 

What holds good 111 barter, also holds good in our everyday 
exchange transactions We purchase a chair for Rs 4 from a 
furniture dealer The furniture dealer values rupees more than 
he does the chair, because he has more of chairs than rupees. 
On the other hand, we attach greater importance to a chair than 
to Rs. 4, because we have no chair, though a fairly large number 
of rupees, and so we attach greater importance to the former 
than to the' latter, under the circumstances After getting a 
chair for Rs. 4 we think that wc have got a more important thing 
m exchange for a comparatively less important one This is 
exactly how the furniture dealer thmks. So both parties gain in 
exchange, ai they do in batter. 
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But there is one important condition for this, namely, that 
there should be no compulsion on either side. If a cultivator s 
buUock cart is requisitioned by a Tehul chaprasi to carry the 
luggage of a Tehsildar on transfer, in exchange for a few rupees, 
the element of compulsion is introduced. The cultivator is 
anxious to go back to his village and take up his agricultural work 
or do anything else that he likes. He docs not want to accept 
the proposal of his tormentor. But he has no option. He has 
to go, whether he likes it or not. In such cases, the gain of 
exchange is only on one side ; on the other there is certainly no 
gain, but there may be actual loss 

MARKET. 

Every body is familiar with the term market and understands 
Its meaning fairly well. It is a place where different articles are 
bought and sold. A market may be general or special A 
general market is one where different types of commodities are 
bought and sold; while a special market is that where only one 
commodity, or a special class of commodities, is bought and sold. 
Suicimandt, Oalrnandi, Xajm<in4i Snra/a, Bjzazi and SO on are 
instances of special markets This is the ordinary meaning of the 
term; but in Economics it is used in a highly extended sense It 
represents not a dednite place, in or near a town but the whole 
area within which a commodity is bought and sold and where its 
buyers and sellers are as closely in contact with one another ns 
they are in an ordinary market Th» effect of their being closely 
in contact with one another is that the price of the commodity 
becomes more or less uniform If. therefore, when even at great 
distances from one another, they cm remain m touch with the 
conditions of the supply of and the demand for the commodity 
in^'question, by means of letters, telegrams, telephones, or wire- 
less, there will be an equally strong tendency for the price to 
remain uniform. So} a market in Economics is defined as an area 
or region, where buyers and sellers of a commodity are in so close 
a contact with one another that its price tends to remain the 
■^ame throughout this whole area or region 

There is then not much difference in the meaning of market 
as ordinarily understood, and that given to Tt in Economics, 
except that it is used in a very much extended sense. It may be 
confined to a city or a district, or it may extend to a whole Pro- 
vince or a country, or even the whole w'orld The one important 
condition of a market is that, the price of the commodity remains 
more or lesruniform in the whole market. Bricks have a very 
narrow market. They can he bought and sold only nithina 
very restricted area on account of the heavy cost of transporta- 
tion. Sometimes the special produce of a locality ma\ be in 
Remand throughout a whole district, as melons of Barnav a and 
TMahalwala in Meerut district They are said to have a whole 
district as their market Melons of Lucknow, mangoes ot Benares 
Leechees of Dchradun, Guavas of Allahabad, furniture of 
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Bareilly and print’ j doth of Jahangirabad etc are in demand, 
more or le^s throughout the whole of U, P and have, therefore, 
a Provincial Market The utensils of Moradabad, the fruits of 
Kashmir, piece-goods of Bombay, oranges of Nagpur, Bengal 
Chemical products, Cawnpore woollen goods, .and numerous 
other commodities have a country wide market. Articles like 
wheat, cotton, gold and silver are demanded throughout the 
whole world, and have, therefore a world wide market. 

The Extent of the Market The iwtcnt of the market for a 
commodity depends upon the fulfilment oi a number of conditons, 
Tlipy are given as under 

(») High value in small bulk The most important condirion 
that determines the extent of the market for a commodity is that 
It does not occupy much space but is sufficiently v.alu.able. 
Articles like gold and silver are highly valuable .and occupy very 
httle space in relation to their value They are therefore, best 
fitted to command a world wide market Bricks, or wood fuel, 
are just the reverse of the former Both occupy large space, and 
possess very little value Consequently, their market is restrict- 
ed only to localities in their immediate neighbourhood 

(»0 Extensive demand for the commodity. When a commodity 
IS demanded by a large number of people, there is every hkeli* 
hood of Its commanding a wide market, if other conditions are 
fulfilled. Wheat .and cotton, and many other articles are 
demanded in every countr\ of the world The extent of their 
market is accordingly very wide Articles that are demanded by 
very tew, and satisfy only special tastes cannot command a large 
market. 

{n'O Large sources of supply If a commodity is produced, at 
numerous places, and its production is not restricted only to one 
place; its market will be mere extensive Rare painting'-, or other 
curios, do not command a wide market as the sources of supply 
are restricted. 

(ir) Sampling and Grading The commodity should be such 
that It can be exactly described, sampled and'graded. Buyers, who 
are at a distance, always hketoknow exactly what they are going 
to buy. As the market is not limited to a definite place, the com- 
modity in question cannot be seen and examined by the potential 
buyer. If it can be exactly described, or a sample can be sent, 
or merely a number is quoted which gives the buyer a correct 
idea of the thing, its market will become very wide Many articles 
of world w'lde demand have now begu i to be graded A distinc- 
tive number or mark is assigned to an article possessing definite 
attributes. The buyer to whom the number is quoted knows 
exactly what he is buying, and the seller knows exactly what he 
is selling. The development of markets with the help of samplings 
and grading requires a great deal of business honesty and 
integrity If there is even a slight difference between the thing 
shown as sample, and the thing supplied, nr if a wrong number 
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is deliberately supplied, further transactions become difficult, and 
may cease altogether, and the smooth progress of trade and 
commerce receives a serious setback. 

{v) Durability. If the commodity is such that it cannot easily 
bear tmnsir. and is breakable or perishable, its market will not 
be wide. Fresh fruits, fresh fish, dairy produce, and very delicate 
articles which are not easily transportable, do not command a 
wide market. In recent times, however, very great progress 
has been made in the science of packing. Special devices, like 
cold storage, have been adopted to pack perishable articles like 
fruits, fish etc. Now they arc not spoilt in transit so soon as 
they used to be some time back. Moreover, with the develop- 
ment of fast aerial traffic, even dairy produce from Denmark 
.can be easily sent to England. Milk, butter and eggs are sent in 
aeroplanes from Denmark to England and other places and are 
as good and fresh when delivered as if they were produced in the 
next door factory. Even m big Indian cities and towns milk has 
now begun to be supplied from villages situated within a radius 
of 10 to 15 miles by people on bicycles. This is, however possible 
m case of such villages only, which are situated near about a 
'pucca road' leading to the town. 

So,, It may be said in conclusion that articles of every day use, 
which are demanded and supplied extensively, are of high value 
and small bulk, do not suffer in transit, and are easily describable, 
command a wide market. 

Time Markets. This is a purely economic notion. The 
purchase and sale of a commodity can either be viewed m relation 
to place (place markets) or in relation to time (time markets). 
In the previous section we have discvssed the former, we now 
discuss the latter. 

(«) One day market. When purchase and sale is confined 
only to the supply available in a market on a particular day, the 
market is called ‘a day market’ The period is so short that the 
supply of the commodity cannot be increased, at least on that 
^day, while the total demand for it cannot be satisfied with the 
amount available in the market. As with a rise in the demand 
the existing supply cannot be increased, so with a fall it cannot 
be withdrawn The market for fresh water fish, or Dest mangoes, 
or other t'ruits, IS usually confined' to a day. ff, tor any reason, 
the demand suddenly rises, the amount of fish or mangoes in the 
market cannot increase. The result is that the increased demand 
has to be satisfied with the existing supply, and the poorer or 
more considerate buyers have to go unsatisfied, or only partly 
satisfied On the other hand, if the demand suddenly declines, 
the existing supply has to be sold, inspire of the fall in demand. 
In order, therefore, to attract people, who, cither do not usually 
' purchase the commodity due to high price, or purchase only in 
small quantities, the prices will have to be lowered, so that the 
whole quantity may be disposed of. The nature of the com- 
modity being perishable, it cannot be withheld from the market, 
till such time when conditions of demand improve, 
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(t>) Short period toarkcl. If the increase m demand persists 
for a time, long enough for fishenmen or fruit sellers to increase 
the supply of the commodity by a little wore activity on their 
part, there may be a slightly better adjustment between demand 
and supply, than it might he possible on the market day, when 
the supply could not be increased at all. Encouraged by the 
tendency of a rise in demand, fishermen would like to go farther 
and deeper, and try to increase their catch, with their present 
equipment. The fruit sellers will also go to out-of-the-way, 
gardens, to increase their supply for coping with the Increased 
demand, as far as possible. In this way the supply will certainly 
increase, but not usually in proportion, to the demand This is a 
short period market, where the adjustment between the supply 
and demand is not complete, but is also not totally absent, as it 
was on the market day. 

(c) Lang Period Market, If the increase in demand assumes 
a mote or less permanent form and comes to stay, as would be 
the case when more people permanently take to fish eating, or 
develop the habit of taking fruits every day after meals, the 
adjustment between supply and demand of fish or fruits or of any 
other commodity will become easier as there is now sufficient 
time for adjustment. Other labourers take to fishing, and the 
number of fishing nets also increases Fruit trees ate more carefully 
looked after, and gardens, situated even in the most interior 
parts of the region begin to be exploited. Labour from other 
occupations begins to be attracted, and so, when a sufficient 
period elapses, there is no divergence between the amount 
demanded and supplied The adjustment between the supply 
of an article and the demand for it. after the e.tpiry of a time 
long enough to enable labour and capital to adjust themselves 
to the demand, is the distinguishing feature of a long period 
market. 

(d> Secular Market. The process of adjustment between 
supply and demand goes on continuously. Sometimes, and m 
certain cases, these movements last for a whole generation, and' 
come into effective operation after very long periods New 
generation of fishermen may, for example, come into existence 
with highly improved nets, and a more scientific way of exploiting 
fisheries. Fresh plots of land may be withdrawn from agricultural 
purposes and planted with fruit trees, thus bringing about a 
permanent increase in the supply of fruits A better process 
of manuring and watering fruit ttces may result in an 
increased supply from existing gardens, and new methods of 
packing may extend the market for fruits. Such changes mke 
place overlong periods, and play fheir part in bringing about 
adjustment between supply and demand. These are the charac- 
teristics of a secular market 

Balancing of demand and supply The most fascinating, and 
at the same time the most important, part of the study of Econo- 
mics, is that which denis with the determination of value, also 
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known as the balancing of demand and supply. The theory of 
value, or the theory of price, is the central problem of economic 
theory. Economics deals with wealth, wealth consists of articles 
possessing value So, the theory of value is really a vital part 
of Economics Various theories of value have been advanced 
from time to time, and every economist of prominence has added 
something of his own, while discussing the theory. 

ft seeks to explain why price is demanded and paid for a 
commodity, and why differing amounts are paid for different 
commodities and services Whenever a certain person wants to 
purchase a commodity or a service, he finds himself under the 
influence of two sets of forces. One is the desire to possess 
this commodity, because of the satisfaction it is likely to give him. 
The other is the disinclination to part with his money, which may 
be used elsewhere and perhaps m a better way, but without 
which It IS impossible to obtain the commodity, A certain 
amount of sacrifice is necessary to get a corresponding amount of 
satisfaction. 

A simple illustration will give an idea of the working of every 
man’s mind when he is on the point of making a purchase, A 
boy climbs up a fruit tree and begins to pluck the fruits off the 
branches, one by one. When he climbed up the tree, the desire 
for fruit was very great in his mind. But after sometime he finds 
that with the consumption of each successive fruit, the intensity 
of his desire for further fruits gradually diminishes. Side by side 
with this, he begins to experience a little discomfort on account 
of his awkward position on the tree, and also due to a sense of 
fatigue. He still continues for some time to eat the fruits though 
with a rapidly declining addition to his satisfaction and ultimately 
he feels that additional fruits do not give him as much satisfaction 
as the passing of an additional minute causes him fatigue and 
concern at his absence from home. So he gets down from the 
tree and runs back home. 

In this simple illustration, two important laws of Economics 
arc involved — laws which are of great importance in understand- 
■“iiig the theory ot value One is the law of desire or utility; and 
the other is the law of aversion or disutility The law of utility 
says that with every increase m one’s consumption or use of a 
commodity, its utility decreases. As the boy continues his 
consumption ot fruits the additional utility begins to grow smaller. 
The law of disutility say that as a person’s amount of work 
increases the disutility or dissatisfaction— which in this case is 
the fatigue caused by the work — also increases As the time spent 
by the boy over the tree increased, the disutility of the work also 
increased. These two tendencies work in oppo'site directions 
One begins from high up. and continues to come down the other 
starts from below, and continues to go higher and higher up 
t Consequently, there must be a point w'hete these two tendencies, 
in their respective courses, meet, and pass each other The point 
at which they meet is of very great theoretical importance m 
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Economics, especially in die discussion of value and allied 
problems 

Now let us revert to affairs with which we as grown- 
up men, are more familiar. Wc want to purchase an arti- 
cle, which we hope will give us a great deal of satisfaction. 
But to obtain it we have to part with a number of rupees, 
which means sacrifice and a certain amount of dissatisfaction. 
But we purchase the commodity, as wc feel that the amount of 
satisfaction derived out of it will be greater than that to 
be lost by parting with a number of rupees With the 
purchase of the second article, of the same nature, we find 
that the expected satisfaction has so far diminished and the 
dissatisfaction at the additional expenditure of money so 
far increased, that both have become practically equal How- 
ever, we decide to have the other article also. But when 
the seller presses us to get even the third article, we are 
so definite in our mind about the very little additional utility 
of the third article, and the very great disutility caused by the 
expenditure of an additional number of rupees, that we curtly 
reiuse to accede to his request, and finish our purchases of that 
article. 

The notions of utility and disutility are psychological, and so 
subjective. They refer to the feelings of a man. and have no 
direct relation with any commodity or object. But it is difficult, 
almost impossible to measure and compare the strength of these 
feelings with each other without any objective measurement. 
Money has been adopted as the best available measure of utility 
oc satisfaction. We measure a man’s intensity of desire for a 
thing by the amount of money that he is prepared to give for the 
satisfaction of that desire, and his intensity of aversion for a 
certain thing by the amount of money which he is prepared to 
pay to save himself from that undersitable thing, or which he 
demands as a recompense for overcoming his aversion. 

To work or labour is always irksome But pay a peison some 
thing, and he will overcome the aversion for work. He will ^ 
begin to compare the satisfaction which he hopes to derive from 
hfs wages, with the dissatisfaction or fatigue, caused to him by 
his work. If the former is greater than, or even equal to, the 
latter, he will accep- the offer, and begin to work. Again, 
spending money, certainly means so much less money for the 
future. It IS a loss, and causes disutility, or dissatisfaction. But 
if m return for this money, a person expects to get any article 
of wealth, which is likely to give him satisfaction, he will at 
once begin to compare the satisfaction of the incoming article 
with the dissatisfaction of the outgoing money. If the former is 
greater than, or at least equal to, the latter, he will not mind 
spending it ‘ 

Money is, therefore, a measure both of utility and disutility 
It IS, undoubtedly only a very rough measure, and does not always 
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give correct measurements and results. Sometimes it absolutely 
misleads, if too much reliance is placed upon, it But with all 
these defects, it is perhaps, the best available treasure. No 
other measure has been suggested as yet, by votaries of other 
sciences and arts. In our subsequent discussions therefore, we 
will adopt It for what it is worth, not forgetting, however, that 
It IS not always reliable. 

Throughout the greater portion of his life, a man is concerned 
with questions and problems of balancing efforts and sacrifices 
involved in a particular course of action, with the rewards or 
return that he expects to derive out of them. Every day of his 
life, he is engaged in balancing the advantages and disadvantages 
of even the minutest details of his activities. At one and the 
same time he may find himself rent between a number of alterna- 
tive courses of action with their attendant advantages and draw- 
backs. Whether to go on a drive with friends, or to take a 
solitary walk, or to listen to the radio, or to have a family 
chit-chat, or to read an interesting novel, or to make a long 
overdue return call — these, and numerous other alternatives, come 
up for examination and final selection before every person 
Adopting one out of a large number of alternatives means that 
the person concerned has carefully examined the utility of 
adopting each alternative with the disutility of rejecting another. 
He IS expected to have made his final choice only when the 
amount of utility or satisfaction from the selected alternative is 
greater than it could be possible from any otlier alternative. 

On such occasions elaborate calculations do not enter the 
mind. The whole thing is more or less a sort of guess work, a 
rapid self e,xamination in which quick responses are needed. 
There is always a continuous comparison between greater and 
lesser satisfactions, and a contrast between satisfactions and 
dissatisfactions. Mote often a direct comparison in a man’s mind 
between two courses gives better result, if he is a trained man. 
than an indirect one. through an objective measure. An organiser 
can solve such problems in a very short time, as his mind has 
developed that keenness which is demanded on such occasions. 

CONDITIONS OF EXCHANGE 

Two tided monopoly In every exchange there are two parties 
the buyer and the seller Such e.xchanges take place under 
different conditions. Three such conditions can be marked out 
One IS two sided monopoly, the other is one sided monopoly or 
competition and the third is two sided competition, under the 
first condition each party has a monopoly, either of sale or 
purchase. In one case it means that the commodity sold by one 
party is not available elsewhere, and in the other that there is no 
other buyer e.xcept the party m question. Tins is called a two- 
I sided monopoly of which instances are very rare 

An illustration may make the notion clearer Suppose all 
skilled labourers whose services are needed in manufacturing a 
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commodity, form themselves into an organisation, so that no 
single labourer can enter into negotiation for wages with any 
employer except through representatives of the organisation. 
The employers, who are the buyers of this labour cannot get their 
services except through this organisation, which included all 
labourers qualified for the work This may be regarded as the 
monopoly of sale. On the other hand, just as the labourers have 
organised themselves into a labour organisation, the employers 
also form their own association. They also decide not to nego- 
tiate with labourers, or their representatives, as individual 
eniployers but decide to deal with them through their associa- 
tion. They also decide that when a rate of wages for a particular 
type of labour is fixed, no individual firm should make any change 
in it at his own initiative. This may be called a monopoly of 
purchase. 

So, on one side there is a labour organisation which alone 
can sell labour, and on the other there is an employers' association 
which alone can buy or hire it. Ultimately, it becomes a case 
similar to that between two individuals, one of whom is a buyer 
and the other a seller, there being no other buyers and sellers 
available just then or likely to appear for a considerable time to 
come. Cases of double monopoly are not usually met with except 
under conditions assumed in our illustration. They are also not 
of very great ptactical importance, though certainly interesting. 

One tided monopoly or competition- The other condition of 
' exchange, which we very often come across, is that in which only 
one patty has a monopoly, while the other has none. Usually, 
the party having a complete control over the sale of a commodity 
possesses a monopoly. In such cases there can be no competition 
among sellers, because either there is only one seller, or other 
sellers are under the influence of one important seller But 
there is a keen competition among buyers of the commodity. 
The producer has, consequently, a great advantage over the 
buyers He can exploit them due to the intensity of their desire 
for the article which they have to submit to this exploitation 
and are at a great disadvantage. Such cases are not rare and 
are becoming more frequent Monopolies, called trusts and pools, 
ate growing in impoitancc in modern world, especially in coun- 
tries like America and Germany. In other countries also this 
tendency is growing, and with the development of rationalisation 
the tendency to eliminate competition by mutual understanding 
has become more prominent 

The other case, when not the sellers but buyers of a commo- 
dity possess a monopoly of purchase, and the sellers compete 
among themselves, is of very rare occurrence. Instances can be 
gu’en when only one country has a demand for a particular 
article, which hoAve\’er is produced by a number of other coun- 
tries. India, for e.xample, has a monopoly of purchase in the case 
of DhoUes, ordinary types of caps, glass bangles, particular types 
of piec§ goods, and so oi; But although the country is one, the 
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buyers are many, and so. such a monopoly of purchase cannot be 
really effective. 

Two sided competition. The most common type of exchange 
is that in which both parties compete with each other, and the 
different members of each party also compete among themselves. 
There are many farms, factories and firms where articles arc 
produced and also many people who purchase them. On one 
side, there is competition among numerous producing agencies 
on the other there is an equal competition among the many 
consumers who want to acquire them. Each producer wants to 
charge as high a price as possible, but on account of competition 
of others cannot do so. So, different producers share among 
themselves, :n larger or smaller proportions, the whole custom of 
the market. If anyone rises m the scale, it is only due to some 
special merit of his own. Also due to competition among buyers 
each one is anxious to get the commodity at as little cost os poss- 
ible. Man always likes to buy cheap, but as the number of 
buyers is very large it is not possible for any one to buy cheaper 
than others, just as it is not possible for anyone to sell dearer 
than others. _ 

These ate then the three conditions of exchange which we find 
in the modern world. What has been said above as regards 
commodities, holds true aUo of services, and with a little care, 
can be applied to such cases with the same result. 

In discussing the theory of value or price we have to explain 
firmly, why a person pays a price for a commodity, secondly, 
why the other person demands a price for it; and. thirdly, how 
these two persons, come to terms with each other and an 
exchange takes place. Here wc will be concerned with that 
condition of exchange in which there is two-sided competition 
The other case, that of one-sided monopoly or competition, will 
be discussed later on, under monopoly value. 

Utility. The first thing that we have to explain is why a 
certain person is prepared to pay a certain price for a com modify 
The answer is simple. He has a desire for it, and in order to 
fulfil this desire he is prepared to make some sacrifice. This 
saccitice, now-a-fiays, takes the *torm o't payment of money 
Therefore, in order to satisfy this desire., he is prepared to pay 
money, or in other words, he is prepared to pay a certain price 
for this commodity. It follows* that the higher the utility of a 
commodity to a person, or the greater the intensity of his desire 
for this commodity the higher would be the price that he will be 
prepared to pay for it. Conseqently. every man has got a more 
Or less vagure ide.a in his mind, regarding the amount of money, 
or the price, that he would be prepared to pay for a certain 
commodity, rather than go without it. It may be mentioned 
bete that it is not only the intensity of the desire that determines 
the pjice that a man is prepared to pay, but also the means at his 
disposal. If he is a comparatively poor man, then with all the 
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intensity of his desire for a certain thing he may not be in a 
position, to offer much for it. Keeping this proviso m mind, we 
may say that every man has in his mind, a maximum limit up to 
which he is prepared to go in the matter of the purchase of a 
certain thing- A person, therefore, is prepared to pay a price 
for a commodity because it is likely to satisfy his desire for it 

Cost of production The second question is why the sellers of 
an article demands a price for it. The answer to this question 
is also not difficult. It must have cost him something to produce 
or acquire it. If so. how can he give it to some one else, without 
charging him at least as much as it cost him to produce or acquire 
It. He may of course, charge nothing above this cost of produc- 
tion, or acquisition, but under ordinary circumstances, he would 
not be satisfied with anything less than that. 

Different Utilities and difleient costs of production It often 
happens that the cost of one person is different from that of 
another, and so one person may be prepared to sell a thing at a 
different price from another. It is also not only among sellers 
that different men are prepared to sell articles at different prices 
due to a difference in the costs of production. The same is the 
case also among buyers They, too. are prepared to offer 
different puces for the same commodity, due to the varying 
intensities of their desires for it and also due to the differences 
in their pecuniary means. How. then, is the price fixed? 

Fixing of price. We said in the beginning that the buyer 
has a maximum, determined by his utility above which he will 
not ordinarily go, in the same way a seller has a minimum, 
determined by his cost of production, below which he will not 
ordinarily go. So, there are two Umits. the upper one and the 
lower one— the buyer’s maximum, and the seller’s minimum. 
Between these limits there IS a gap- a no-man’s land— and it is 
somewhere here that the price is determined At what point 
the price will be determined depends upon a number of factors, 
a few of which are given below. 

(a) The number of buyers. 

(b) The number of sellers 

(c) Their relative bargaining skill and strength. 

fd) The nature of the commodity, that is to say — whether 
it can be kept back for sometime, or not. 

(c) The intensity of the denre of the buyers to buy, and of 
the sellers to sell, the commodity 

(0 The monetary position of the different parties 

(g) The presence or absence of substitutes for the com- 
modity in question. 

When all these factors have bad their full play, the price 
of the commodity is fixed for that time. 
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Market Demand and Supply Although commodities are 
always bought and sold by individual buyers and sellers, price 
IS not determined by the action of a single buyer or seller or even 
a few of them As a matter of fact all buyers and sellers of an 
article take part m the determination of its price. At any one 
time, there are some producers of a commodity who are prepared 
to sell It if they get a fair price This price usually differs from 
one seller to another, because the conditions under which 
different sellers produce it arc sometimes slightly, at other times 
vasdy, different The cost of production of the same commodity 
being different to different producers, the price which may induce 
one set of producers to begin to produce the commodity may not 
be enough for another set to start production The same is the 
position as regards the buyers. Different persons have different 
tastes and inclinations ; also their pecuniary means are very 
different. The same commodity therefore, may be highly valued 
by some but m4y not be valued so much by others In technical 
language it is said that the utility of a commodity is different to 
different people. 

Consequently, at a particular price there is only a particular 
number of people prepared to buy the commodity But there 
would be a large number of other men who would not like to 
come forward unless there is a further decline m price. So we 
find that in a market at any particular time there are only some 
sellers who are prepared to sell the commodity at a particular 
p^e. Also there are only some buyers prepared to buy it at 
tfiat-price. The question arises, again, how will the price be 
determined so that a definite amount of the commodity may be 
offered and the same amount purchased at a particular price. 
The answer is that the price will be finally fixed in the market 
on that point at which that amount of the commodity can be 
supplied which people are prepared to buy at that price. Let 
us give some figures which may elucidate the point to 
some extent. 


Supply. 

Price 

per 

article 

Demand. 

lo.ooo 

Rs 

2 

0 

0 

500 

5,000 

„ 

1 

8 

0 

2.000 

•hooo 

Re. 

1 

0 

0 

4.000 

2,000 


0 

12 

0 

6.000 

503 


0 

8 

0 

10.000 


The above figures have been selected at random . but they 
bring out an important point When the price is Rs 2 per 
article, lO.OOO articles can be supplied, because the price is high 
enough But for that very reason, not more than 500 articles 
can be disposed of at that price Under this condition, there is 
no balancing between demand and supply Those who had 
produced IQ.OOO articles m the expectation that it w’Ould be sold 
at Rs. 2 per article are very much disappointed, and some of them 
whose cost of production cannot be reduced further than Rs 2 
•per article withdraw from the field altogether Next time, 
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discouraged by previous expenencc. only 5000 articles arc 
produced, in the expectation that the price may be 1/8/- per 
article, if not Rs. 2. Although owing to this fall in the price, 
a large number of buyers come forward, and the number 
demanded is now 2,000 instead ot 500, there is no balancing 
between demand and supply as yet Out of 50CO articles offered 
foe sale atone rupee and 8 annas per article, only 2000 can be 
taken up Even this time a number of producers have to go 
disappointed Next time only 4000 articles are produced m the 
expectation that the price would not be less than rupee one per 
article. Encouraged by a still further fall in the price more 
buyers come forward and the demand increases to 4c0r At 
this point, after all there is a perfect equilibrium between the 
demand for, and the supply of that commodity At Re \ 
pet article, 4UC0 articles ace supplied and 40CQ are also demanded. 

Let us examine the illustration a little further. If the price 
of the article IS lov-eied to -'12/- the number of buyers may 
increase to 6000; but mote than 2)00 articles cannot beproduced 
at such a low once If the pnee w’ere pushed still further down, 
and were fixed at 8 as. per amcle, ICK^O such articles could be 
purchased but not more than 500 could be produced. So, at a 
price above Re 1, there is no balancing between demand and 
supply; in the came way there is also none below that price. 

Marginal Buyers and Sellers. This is how price is 
determined m a market where a large number of buyers and 
sellers compete with one another, forcing the price up and down 
as the case may be A careful study of the figures given above 
will show that when the price was as high as Rs. 2 per article, at 
least 500 articles could be disposed of This means that there are 
buyers who do not mmd paying Rs 2 pet article, but would not 
like to go without it On the other hand, when the price became 
as low as 8 annas, there ivas a possibility of at least 500 articles 
being produced even at such a low’ price This means that there 
are some producers whose cost of production is so lou that they 
can afford to sell this commodity even at 8 annas With a rise 
in prices they clearly get a surplus gam. We also find that the 
price of the article was fixed neither at Rs 2, nor at annas eight; 
which meant that the upper class of buyers and the most efficient 
class of producers have not determined the final price In the 
final fivation of the price buyers of more moderate means have 
also to be attracted by lowering the price, on the one hand, and 
less efficient producers have also to be recompensed by raising 
the price. So \\ e conclude that the marginal class ol buyers and 
the marginal class of sellers play a dcasix e part m the determin- 
ation of the price 

Later developments in the theory of value ridicule the 
idea of this fractional notion; but wc will not give up the old 
tradition all at once and will say that the balanang of demand 
and suoply is achie'. ed at that price v hete the marginal expenses 
of production of the seller of the 4000th article are equal to the 
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marginal utibty of the purchaser of the 4000th article. So» 
according to the theory of value given in modem books, price is 
determined at that point u here mars tnaL expenses cf_producttar. of 
the commodity are equal to the marginal utihtv ct the marginal 
&«3 er. 

*" At this stage it may be convenient to explain two terms 
which are very often used in Economics the demand schedule 
and the supply schedule. Demand schedule is the list of prices 
at which different amounts of a commodity are demanded at a 
particular price The supply schedule is the list of prices at 
which different amounts of a commodity are supphed. In the 
table of figures given above if we take the amount demanded and 
the price, we get a demand schedule ; if we take the amount 
supphed and the price, we get a supply schedule. If we plot 
curves based on these schedules, we get demand curves and 
supply curves 

Time eUmtnt in price. The determination of price in a 
market is considerablv affected by the element of time. If there 
is sufBaent time for the supply to increase in response to the 
increase in the demand, or for the demand to adjust itself in 
relation to the supply, the value will be fixed differently than 
when there is no such time Marshall has done a great service 
to Economics bv mtroduang the element of time in the theory 
of value. 

Market Value. On a market day the supply of a commodity 
IS more or less fixed. The demand for it may be high or low but 
the supply can neither increase nor decrease On a market day, 
for example the number of mangoes of a particular type m a 
town mav bz s-ay terj thousand This is. Ut us suppo'^e tha usual 
number demanded at a particular price, and the whole supply 
IS generally disposed of However if on account of the sudden 
death of a great man a ha-tal is declared on a particular day, and 
the market is closed the mango-sellers may find it diffiult to 
dispose of their mangoes at the usual price. Mangoes belong to 
the class of perishable goods and so cannot be kept back or 
stored for a tuture date. The whole supply, therefore, has to 
be disposed ot. even though the pnee may have to be lowered. 
Accordingly, the price will have to be lowered to such an extent 
that customers might be attracted inspite of the hartal, and some 
others might he induced to increase their purchases In short, 
the total supply will be disposed ot only atter the pnee is 
considerably reduced. 

In-such a case the pnee has to be lowered, if the demand 
falls irrespective of the seDer’s minimum, which is determined 
with reference to the cost of producuon of the article to the 
seller As in the case ot a fall in the demand the price has to be 
lowered, in the same w.iy m the case of a nse the price is raised. 
If there is a sudden increase in the demand for mangoes due to 
a big ba.ct, the existing supply cannot increase and so cannot 
suffice to meet the increased demand. The price wiH have to be 
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raised in order to discourage marginal purchasers from purchasing 
them. ,The poorer purchasers ^tbdraw from the field, leaving 
the richer to appropriate among themselves the existing supply. 
The upper class of buyers purchase mangoes and the baratf! also 
have them all right, but the poorer class of people go without 
them on that particular day. They have to wait for the return of 
the normal pnce the next day or after 2 or 3 days- 

O.n a marbet day, therefore it is only demand that 
determines price. The force of supply or the cost of production, 
has practically no effect upon it. This is the characteristic of 
marbet price 

Short Period Price. If the nseor fall in the demand for a 
commodity lasts not only for a day or taro, but persists for 
somerime. it will be possible to mabe a slight adjustment m the 
supply, so that it may come to some extent to the same level 
with the demand for it. This adjustment, however, will only be 
a forced one. Reverting to our previous illustration it may be 
said that, if the increase in the demand for mangoes 
shows a tendency to persist, more mangoes wiB be brought 
from distant and out of the way gardens to the locality 
where the demand is growing As greater efforts have to be 
made by frmc sellers to get this increased supply, they will 
certainly charge a pnce higher than the normal So the short 
period pnce. although not as high as the market pnce when 
demand suddenlv increases lea\ mg no time for the supply to 
adjust itself in the least to^e demand is still higher than the 
normal pnce The nme necessirv tor an adequate adjustment 
is not yet available What holds good of a nse in pnce, also 
holds good of a fall 

Long Period Price. But when ome is long enough for the 
full forces of supply to exert themselves, there is a complete 
adjustment between the new demand for and the supply of this 
parnculai article When the increase m demand becomes 
permanent on account of changed tastes or views of people, the 
amount of production is adjusted so as to meet the demand of 
the community for the commodity at the new level -More of it 
IS produced, and the pnce is now not greater than the marginal 
expenses of the last units of this newlv adjusted supply This is 
called long period or norma! price 

Reverting to our old illustration ticmav sav that, tihen 
there is enough tune for the forces of supply to exert themselves, 
the supply of raangoc': will so far increase that the demand is 
completely satisfied by the new supply brought into the marker 
Neglected gardens wiU begin to receive attention, and existing 
trees will be looked after more carefully with a view to increase 
their producnvitv More people may also begin to take to 
mango growing and on account of competition among them- 
selves may bring down the prwe more or less to its old leveL 

Secular Price, There is not much difference between a 
long period price and secular pnce. except that the penod 
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allowed for the latter is even greater than that for the former. 
In secular movements of prices there is time enough even for 
factors of production to be increased or withdrawn, and so 
perfectly adjusted to the demand for them. New gardens, for 
example, may be planted, and a new generation may learn the 
art of horticulture. 

Brief History of the Theory of Value The earlier econo- 
mists laid great stress upon the supply side of the theory of value. 
Their explanation was simple enough. They said that value 
was determined by labour. If more labour is expended over the 
production of a particular article, its value would be gieatcr. 
Labour was. not only the cause, but also the measure of value 
TFus'siraple theory was no doubt applicable to the most primitive 
conditions of economic hfe. But we know quite well that there 
are very few articles that are produced by labour alone. Labour 
IS now greatly aided by capital and directed by organization 
Land also contributes much towards this production and so 
should be remunerated before value of any commodity is 
determined Other economists substituted the phrase ‘cost of 
production, in place of labour. This was a more correct view, 
and more in accordance with actual facts , but it was only a one 
sided explanation. 

Only the supply side can be satisfactorily explained by the 
cost of production theory, but not the demand side If it costs 
a certain person a large amount of money to produce a certain 
article, there is no reason why people should offer a high price 
for It for this reason alone, unless they like ic very much Not 
satisfied with the cost of production theory of value, economists 
in different parts of the v/orld hit upon the idea ot utility as a 
satisfactory explanation for it Jevons. Monger, Walras and 
Clark, all at one and the same time, came out with a new 
explanation They attached very great importance to demand 
side and said that value was determined not by the cost ot 
production, but by its marginal utility This was a purely 
subjective, or psychological explanation ot value, m which 
Austrian economists played a prominent part' But they entirely 
neglected the supply side It a man derives a great deal nt utility 
from a certain commodity, it is not always necessary tor him to 
pay a high price for le, which depends upon its cost of production 
also. We pay nothing for air ot water ; very little for iron, salt, 
coal, and foodstuffs, but x’ery much tor diamonds, rubies and 
pearls So it is not only the utility of a thing that plays an 
important part in the determination of value of a particular 
commodity, but also its cost of production. 

Marshalls’ Contribution According to Marshall and other 
modern economists neither cost of production alone, nor unlit}' 
alone, determines value While the cost of production cortrols 
the supply side, utility influences the demand side The cost of 
production on the one hand, and utility on the other, represent 
m the words of Marshall two blades of the scissors. As a single 
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raised m order to discourage marginal purchasers from purchasing 
them ,The poorer purchasers withdraw frow the field, leaving 
the richer to appropriate among themselves the existing supply. 
The upper class of buyers purchase mangoes and the also 

have them all right, but the poorer class of people go without 
them on that particular day. They have to wait for the return of 
the normal price the next day or after 2 or 3 days. 

On a market day, therefore it is only demand that 
determines price. The force of supply or the cost of production, 
has practically no effect upon it This is the characteristic of 
market price 

Short Period Price. If the rise or fall m the demand for a 
commodity lasts not only for a day or two, but persists for 
sometime, it will be possible to make a slight adjustment m the 
supply, so that It may come to some extent to the same level 
with the demand for it This adjustment, however, will only be 
a forced one Reverting to our previous illustration it may be 
said that, if the increase in the demand for mangoes 
shows a tendency to persist, mote mangoes will be brought 
from distant and out of the way gardens to the locality 
where the demand is growing As gteatet efforts have to be 
made by fruit sellers to get this increased supply, they will 
certainly charge a price higher than the normal. So the short 
period price, although not as high as the market price when 
demand suddenly increases leaving no time for the supply to 
adjust Itself m the least to the demand is still higher than the 
normal price The time necessary for an adequate adjustment 
IS not yet available What holds good of a rise m price, also 
holds good of a fall 

Long Period Price. But when time is long enough for the 
full forces of supply to exert themselves, there is a complete 
adjustment between the new demand for and the supply of this 
particulat article When the increase m demand becomes 
permanent on account of changed tastes or views of people, the 
amount of production is adjusted so as to meet the demand ot 
the community tor the commodity at the new level -More of it 
IS produced, and the price is now not greater than the marginal 
expenses of the last units of this newly adjusted supply This is 
called long period or normal price 

Reverting to our old illustration we may say that, when 
there is enough time for the forces of supply to exert themselves, 
the supply of mangoes wdl so far increase that the demand is 
completely satisfied by the new supply brought into the market 
Neglected gardens will begin to receive attention, and existing 
trees will be looked after more carefully with a view to increase 
their productivity More people may also 'begin to take to 
mango growing and on account of competition among them- 
selves may bring down the price more or less to its old level. 

Secular Price There is not much difference between a 
long period price and secular price, except that the period 
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allowed for the latter is even greater than that for the former. 
In secular movements of prices there is time enough even for 
factors of production to be increased or withdrawn, and so 
perfectly adjusted to the demand for them. New gardens, tor 
example, may be planted, and a new generation may learn the 
art of horticulture. 

Brief History of the Theory of Value The earlier econo- 
mists laid great stress upon the supply side of the theory of value. 
Their explanation w’as simple enough. They said that value 
was determined by labour. If more labour is expended over the 
production of a particular article, its value would be gieater. 
Labour was_not only the cause, ^ut also the measure of value. 
This simple theory was no doubt applicable to the most primitive 
conditions of economic hfe. But wc know quite well that there 
are very few articles that are produced by labour alone Labour 
is now greatly aided by capital and directed by organization. 
Land also contributes much towards this production and so 
should be remunerated before value of any commodity is 
determined Other economists substituted the phrase ‘cost of 
production, in place of labour This was a more correct view, 
and more in accordance with actual tacts: but It was only a one 
sided explanation. 

Only the supply side can be satisfactorily explained by the 
cost of production theory, but not the demand side If it costs 
a certain person a large amount of money to produce a certain 
article, there is no reason why people should offer a high price 
font for this reason alone, unless they hke it very much Not 
satisfied with the cost of production theory of value, economists 
in different parts of the world hit upon the idea of utility as a 
satisfactory explanation for it fevons. Menger, Walras and 
CUrk, all at one and the «ame time, came out with a new’ 
explanation They attached very great importance to demand 
side and said that value w'as determined not by the cost ot 
production, but by its marginal utility This was a purely 
subjective, or psychological explanation ot value, in which 
- Austrian economists played a prominent part But they entirely 
neglected the supply side It a man derives a great deal ot utility 
from a certain commodity, it is not always necessary for him to 
pay a high price for it, which depends upon its cost of production 
also We pay nothing for .air or -water , very little for iron, salt, 
coal, and foodstuffs; but very much tor diamonds, rubies and 
pearls So it is not only the utility of a thing that plays an 
important part in the determination of value ot a particular 
commodity, but also its cost of production. 

Marshalls* Contribution According to Marshall and other 
modern economists neither cost ot production alone, nor utilitj’ 
alone, determines value While the cost of production corttols 
the supply side, utility influences the demand side. The cost of 
production on the one band, and utility on the other, represent 
m the words of Marshall, two blades of the scissors. As a single 
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^ P^Per. in the same way, neither 

frme alone, nor utility alone can determine 

'f' possible that of the two blades, one may he 

held in check, while the other may be kept moving. In such a 
case It will not be right to say that only one Hade of the scmors 
IS working As a matter of fact; the paper is cut at the pomt 
where both the moving and the stattonary blades meet each 
other. We can only say that one blade is active while the other 

rhSm=the’’;'otr'’ contribute theit re^^e^ct" 

A case like the above is presented when on a market day 
the supply of a commodity remains fired, but the demand goes up 
suddenly. Inspire of the increase in the demand the sunnlv 
cannot increase ISO the price is determined only w th rSnee 
to the marg.nil utility of the commodity to buyers or wnh 

1“*" T'’' '“PPl> sfde ^pteslnts 

m po“ ion " “ “"""'I' Psesew and 

reptes^MeToHy one"idetf\he'^Jc™m '‘ThetT“ 

diLot very will compteheKr^mplStef natu e“ortH: 
prob em. Some of them took up tor cons, deraaon only the 
supply side and began to attach great importance to cost of 
production O.n account of this over emphasis upo° colt of 
production there ensued a reaction jevons and others so™ A 
mgly proved equally one sided in their view and rsjkrdfd . , 

■ns the only determinant of value In ^ letter to Hs ?’ 'J 
Jevons wrote that he had. after a great effort hit i 

right theory of value, and that his would be the fin-d word' ' 

It . Little did he realise that very soon aflet, hs ivZ .t,™°„"f 
the theory would begin to be regarded as one sided as fh,t of 
the earlier economists. “ 

?*Iarshall did not give .any ongiml thenrv nf u 
What he did was to combine the two points o/view 
that of the cost of production, .and utility He elucidnroH™^ 
elaborated many impoFtant points which had been left amgul and 
imexplained by the authors of various theories For ernm^u 
he analysed the notion underlying the cost ot production H 
also gave a further analysis of the notion ©futility andbrn„^t 
out the importance of marginal utility to a st.ll greater ex t f 
than was done even by Jevons and Austrian economists R ^ 
introducing the element of time, he cleared many points ofthe 
theory which were not so clear before . 

Economists who have come after Marshall,*" have given 
deeper thought to all these problems .and have subjected th^ 
theory to a searching criticism m its various aspects. On th 
cost ot production side, it is said, and rightly, that in many cas ^ 

It IS really impossible fo find out the cost of production o/n 
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particular coruinodity There arc very tew Lommodities which 
are produced independently now-a-days. There arc, what we 
call, a number of byc-products Cases of /oint supply arc more 
frequent than those of independent supply Under these condi- 
tions it IS impossible to find out correctly the separate cost ot 
production of several articles produced jointly The whole thing 
IS a guesswork, and nothing more There is nothing definite 
about It, much less mathematical No doubt, there are different 
theories pertaining to joint demand and joint supply, composite 
demand and composite supply; but except giving a general 
guidance, and a sort of superficial explanation, the demand and 
supply theory of value does not gii/ca clear explanation of the 
phenomenon of value. 

Regarding the demand side the matter is still more 
Uncertain and vague. Utility is a subjective notion, and is 
measured by money Money, as every body knows, is notan 
exact measure of utility. This is also a great hindrance in the 
explanation of the theory. 

As a matter of fact, it is very difficult to give a definite 
explanation of social phenomena of different kinds, economic or 
non-economic Social sciences - and Economics is one of them — 
deal with man. who is the most difficult to study, and is highly 
erratic in his actions Moreover, on account of the development 
of organisation, both among labourers and employers, various 
social groups have acquired great prominence Consequently, 
the value, not only of commodities, but of services also, has 
begun to be affected, to a growing extent, by the bargaining 
power of different social groups Modern economists therefore, 
do not pretend to give a definite and perfectly clear explanation 
of this phenomenon for the obvious reason that no such explan- 
ation is possible to be given. They only indicate its broad 
features by first of all drawing the attention of people to the 
upper limit to which a man can go in offering a price for a certain 
thing. This has been referred to elsewhere as the buyer’s 
..maximum. The other 'is the seller’s minimum Between these 
two limits there is a wide gap Modern economists do not 
pretend to bridge it definitely Value may be fixed at different 
points between these two limits Even costof producuon has 
now begun to be affected by utility, because producers ot goods, 
finding that their commodities do not command a good sale, adopt 
measures to bring down the price ot the article Costs of 
production are accordingly lowered to bring price within reach 
of masses. So cost ot production not only affects price but is 
Itself affected by it 

Variation in price with an increase or decrease in demand 

With an increase m the demand for a commodity there is a tend- 
ency for the price to rise. When price rises, there is encourage- 
ment for old producers to produce more, and for new producers 
to come into the field, on account of the possibility of larger 
profits. If a large amount of any commodity is to be produced 
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under the influence of an increase in the demand for it, a very 
important problem arises. We have to examine the conditions 
under which the production of that particular commodity is going 
on. If the commodity, for example is being produced under 
diminishing returns or increasing costs, the effect of a permanent 
rise in the demand of that article, and a consequent increase 
in its production will he the ultimate rise in its price We 
know that if a commodity, subject lO diminishing returns or 
increasing costs, is produced in larger quantities, the cost of 
production per unit will increase, that is what diminishing 
returns or increasing costsVcally mean So. our first conclusion 
is tluit if the demand for a commodity which is subject to 
diminishing returns, increases its price will rise in the- long run. 

If the commodity is subject to consant returns, or constant 
costs, Its price will neither increase nor decrease with an increase 
m the demand for at This is our second conclusion There is. 
however, a large number of commodities whose costs of pro- 
duction dimmish with an increase in their supply Such are 
manufactured articles. So if there is an increase m the demand 
for such articles, and they begin to be produced in larger 
quantities, the ultimate result will be a fall in their price, due 
to economies of Urge scale production and of the production 
oMivision of labour, hnd speaalisation of the machinery Our 
third conclusion, therefore, is that it there is an increase in the 
demand for a commodity which is yielding increasing returns, 
or which IS subject to diminishing costs, the prices of the com- 
modity will fall in the long run If there is a fall m the demand 
the result will be quite the reverse in the first and third cases, 
but will remain the same in the second case. That is to say, 
if there is a fall in the demand for an article which is being 
produced under diminishing returns or increasing cost, its price 
will fall in the long run If there is a fall in the demand for an 
article which is subject to increasing returns or diminishing costs, 
Its price will rise in the long run In the case of constant costs, 
just as there was no effect upon price in the case of increase in 
demand, thcic will be no effect ot a decrease in demand. 

Speculation — While explaining production, it was pointed 
out that It really meant .the addition of utilities to any commodity. 
This is.done m three dificc,ent.way,s Ihrsitly, hy, sv chaniyv m. usu 
form ; secondly, by a change in its place of consumption, and, 
thirdly, by changing its time of consumption These three types 
of productive activities arc referred to, in short, as the creation 
or addition of form utility, place utility, and time utility Now, 
those who are engaged in giving time utility to commodities, may 
be simply traders and busmessmeninvesting speculators or specu- 
lators Their business is to purchase or acquire a commodity 
at a time when it is very little in demand, and to sell or transfer 
It at another when it is in greater demand. An illustration will 
paake the pont more clear. 
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At the harvesting time, food grains are plentiful every where 
in the country. Every cultivator is anxious to dispose of his 
crop to those who want to purchase it. The supply, at that 
particular time, therefore, IS very large indeed.. But the demand, 
if we confine it only to that of the boiur fide consumers of the 
article, is uniform and constant, all the year round They 
consume only the same amount of food grain in the harvest 
months as they do during the months when the sowing of next 
crop takes place Under such arcumstances there must be 
some others to purchase the vast quantity of food grains, and 
other agricultural crops that are offered {for sale in the country 
by their producers Those who take up tnis supply and withou^ 
any attempt to withhold it Irom the market for any length oij 
time begin 'to sell it as it is demanded are called traders or 
businessmen. They are holders of stock, not withholders. 
They purchase at,a time when supply is very large, and demand 
relatively very small T^ey store the articles, undertake the 
troubles and worries tliEt are incidental to keep bulky commo- 
dities in ?tock for a number of monthsl qnd invest large amounts 
of money which is locked up for several months. They also 
run the risk of loss if this crop gets spoilt on account of seasonal 
cauias o: othir reasons. They conunue to supply it to the 
mickeC in driblecs, that is to say, in such quantities as are deman- 
ded every month or every day. Grain pits, or granaries, are 
arranged for, and in this way the entire supply of the country is 
stored u? and distributed to the country, \ m the course of the 
full year. These traders' perform a very useful service to the 
comiiutiity and it is entirely wrong to critcise them if fhey earn 
profits by keeping the difference in the pnee of the commodi^ 
at the harvest time ' and during the course of the remamiiig 
months of the "year, m their pockets Invesdng speculators, 
however 'purchase a commodity at a time when it is cheap and 
withhold it from''the market for some time till it rises in price- 
Then they'sell it and make profit by the difference Speculators,^ 
however, ihay not purchase the commodity at all on the spoil 
or at th'^'^time of the deal, but only undertake\to purchase at a\ 
future date usually from one to three months. The seller also\ 
undertakes to sell at this future date When this time arrives ' 
there is no exchange of commodity Jtom one to the other, but 
only a settlement between the two based on the difference in 
price on the day of settlement. This is speculation pure and 
simple. 

U' Even these speciilafors peform a service if they are experts 
in their business and arc not rank outsiders They have to keep 
m mind no^only the quanti ty of t he present crop, but also that 
of the future crop: find ttelfthe prospects of the future 

crop- are'Tiot'^cry'b'rSght, and that there is a likelihood of its 
'being damaged.'fof one reason orthe other they begin to pur- 
chase briskly They raise in this way the once of the commg- 
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ditj and discourage, to/ some extent, its consumption. The 
existing quantity of the yield, together with the expected yield 
of the crop in the next year, IS thus regulated so as to last for 
the whole period during the next year. If they do not keep in 
view the future prospects of crops, not only in their own country 
but also m foreign lands, and continue to sell the yield of previous 
years m the usual way, the country may^ suffer greatly, if any 
year’s crop fall far short of expectationj- and demand. So, from 
year to year, these spewlators so regulate the consumpti on~]o f a 
particularcommodity, hy raising Its prTcc or by lowering it, if 
necessary, that there is no sudden rise or fall m its price. 

They also keep m view, the events and happenngs in other 
countries of the world In the matter of dealings in comr ercial 
commodities they have a perfect organisation, and their know- 
ledge IS very great indeed. A good speculator in India, for 
example knows about the area sown under wheat in Australia, 
America. Russia, Argentina. Rumania and Hungary He also 
knows enough about the condition of the standing crops, also 
about the conditions of demand in those countries, and of the 
whole world. It is only on the basis of such information that 
a real speculator can take steps to lower or raise the price of the 
commodity in which he deals. 

The very great advantage of this, sort of speculation is the 
equaliiation o f pri ces from year^to year, and from one month of 
the year to anothef hot only m one country but also as between 
different pouhtcTes of the w'orld if the commodity is of a commer- 
cial nature The price that is charged by a dealer for a commodity 
at present is, therefore, also related to its future price. There is 
almost a continuity of prices from day to day, and with the 
development of the means of transport and communication, 
the price of wheat in India today, is related /to its price 
next year. Also its puce now and next year many one country 
is related to its price now and next year in other important 
countries of the world 

The stock exchange. — In the foregoing pages we took up'for illus- 
tration an agricultural commodity, namely wheat ; but specula- 
tion is not confined to agricultural commodities alone It includes 
within its sphere all kinds of commodities which* are bought and 
sold on a large scale, and are m demand in different parts of 
the country, and, somctimcs^n different parts of the world. In 
reality, only those commodities which have a very wide market 
can be the right type of commodities for purposes of speculation. 
In this respect, government securities, shares of first class com- 
panies, y tides ‘'likVgold and silver, and commodities like cotton, 
tvheat.*dil seeds 'etc., haves very wide market, and are the best 
types of commodities for purposes of speculation. 

The stock exchange is an institution where different kinds of 
stocks and shares and government securities are bought and sold. 
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There are two classes of people that frequent a stock exchange, 
the brokers and speculators. Speculators are of two kinds, _bulU__ 
andJaear* — Bulls are those who purchase shares to-day, intKe 
hope to sell them after sometune'whemhcir price rises. Bears, 
on the other hand,' are those'who sell shares in the hope of re- 
purchasing them after sometime when their price falls- The 
value of a certain share 15, suppose, quoted at Rs. 100, on any 
day. A speculator thinks that after sometime its value will 
go up. So he purchases one hundred such shares. After some- 
time the value of the shares actually rises to Rs. 108 per share. 

He at once sells his shares and makes a profit Rs. 800 in this 
transaction. This man is called a bull speculator. 

Views, however, may differ. If one person thinks that the 
value of a certain share will rise, another may think that it will 
fall Taking up our previous illustration, a speculator supposes 
that the value of the share which is now quoted at Rs, 100 is 
likely to fall. So he sells these shares at Rs. 100 After some 
time his expectations come out true, and the value of the share 
falls to Rs. 95 He can now purchase them at a reduced 
price and earn a profit of Rs. 5 per share. Such speculators are 
called bear speculators. As a matter of fact, there is always a 
fight if we may use the term between bulls and bears. Specu- 
lative deals are always between them Of the two parties one 
must be a bull and the other a bear. The one who buys for a 
rise IS a bull and the other from whom he buys,’ or one who 
sells for a fall is a bear. One of the two must be right in his 
surmise and one must gam while the other must lose 

In most stock exchanges of the world there are only two 

E attics, namely, brokets and speculators. As it is difficult for 
ulls to find bears', '■and'vice versa speculative transactions take 
place only through brokers. But in London Stock Exchange 
there are three parties, namely, speculators, brokers and jobbers. 
Brokers deal with jobbers. A jobber quotes two prices, a lower 
price at which he is prepared to buy and a higher at which he is 
' prepared to sell. After giving his price or rather two prices he is 
bound either to buy or sell as the case may be. Speculators do not 
deal with jobbers, and the latter arc prohibited to deal directly 
with speculators, except through brokers. It means that specialisa- 
tion, of functlQns^ has been carried to a greater extent in London ' 
Stock Exchange than at other centres. 

Unhealthy Speculation or Gambling — So far we have been 
dealing with that sort of speculation which is of the 
healthy type The stock exchange helps a great deal in the 
transfer of money from one industry to another. If a person 
does not want to leave his capital in a certain cotton 
mill whose shares he had purchased sometime back, but wants 
to invest it in jute shares, he can do this through a stock ex- 
change. He may write to a broker who will find out, or perhaps, 
ha^ already a person, who is prepared to purchase cotton shares 



220 


ELE5IENTS or ECONOMICS 


which are offered for sale by the other. This is how capital 
moves. Only those shares arc m demand which are expected 
to yield a better return, while those which do not yield good 
return are usually at a discount The real position of a stock 
or share can be known to a large extent by its price quotation 
on the stock exchange. This quotation usually reflects the true 
position of the shares. 

But the world IS not so good as we have depicted it m the 
foregoing pages. Not all speculators are of the right and correct 
type. Many of them are no better than gamblers and-specula- 
tion now-a-days is, ttul^speaking, another name for gambling. 
Those who are anxious to grow rich in a very short time, take 
to speculation without any previous knowledge of the technicali- 
ties of the business, or any preparation what-so-cver. These 
people jump into it and begin to speculate wildly They puichase 
a certain commodity or a share at a particular price today, with 
no idea of an investment> but only with a view to make quick 
profit if the value of the shate rises They are guided by brokets 
who are more concerned with their -own commission than with 
the profits of speculators or the well-being of the country. The 
re sult IS that instead of. keeping prices steady, jhis sort of specu- 
ISlion very often results m violent price fluctuations "Tbe"taw 
and inexoerienced adventurers become very soon panic stricken 
and begin to sell as suddenly as they bought It there is an up* 
ward tendency, hundreds of people come forward to buy and 
ush up the price of the stock very high With the commence* 
lent of the tendency to sell, there .will be very few people 
»nsible enough to withhold their stock, even for a brief period, 
to take a correct view of the situation Sometimes, a few people 
having large sums of money, combme together, and make an 
attempt to acquire a complete control over the supply of a certain 
commodity or share, so that they may then be able to charge as 
high a price for this commodity or share as possible and make 
huge profits This is called cornering Many attempts have 
been made by Governments of different countries to check the 
abuses of this type of wild speculation or gambling , but they 
have not yet been able to devise any effective measures against 
it so far. 

Some Complex Problems of Value— In the foregoing pages 
we discussed the problem of value under competitive condition's 
We took for discussion cases which were quite familiar to us, 
and which were not of a very complicated nature But there are 
certain problems which are not so kimple, and are not so easily 
understandable. Although it is not within fko scope of this book 
to go into the minute details of such problems, it may not be out 
of place to give a brief discussion of some of them 

Joint Demand — We demand a large number of articles for the 
satisfaction of our wants. This demand is direct for some articles» 
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and indirect for others For the satisfaction of our hunger, for 
example, we demand loaves of bread, and a few other articles. 
Our demand, therefore, for these loaves of bread, and other 
articles of diet, is direct. Before getting loaves, however, we 
need a large number of other articles. Flour is necessary, also 
fuel, oven, big and small utensils, services of a cook, spices, clari- 
fied butter, and so on. Our demand for all these things is indirect 
We want fuel, or utensils, or a cook, only because we want 
loaves of bread and other article of diet. All commodities and 
services whigh are necessary in the production of these loaves 
and other articles of diet, are said to be jointly demanded. Our 
demand for all these is, therefore, derived from our demand for 
loaves of bread. 

Another illustration may be given. We demand a house Now 
a demand for a house really means a,deniand for commodities and 
services which are necessary for its construction. Bricks lime, 
masons ordinary labourers, sand, wood, carpenters and so on, are 
all needed for the construction of a house. Consequently, our de- 
mand for it means a demand for all these commodities and services 
■which are necessary for its construction. The demand for bricks 
and other such articles and services is. therefore derived from our 
demand for a house- 

There are some interesting problems connected with joint 
demand. Let us suppose that for any reason there is a shortage 
in the supply of bricks. As a consequence the price of bricks 
will rise . but the question is to know the probable extent of this 
rise There arc certain conditions under which the check m the 
supply of any one of the several articles and services w’hich are 
necessary in the preparation of a whole commodity may raise its 
price very much» 

1. In the first place the factor should be such that it is very 
essential in the ultimate production of the commodity Bricks 
are undoubtedly very essential In the construction of a house, 

^especially in those places where stone is not available, and 
wooden houses are not in use. There is also no possible sub- 
stitute for It at numerous places. 

2. The finished commodity itself should be such that 
the demand for if is very essential, and cannot be satisfied 
in any other way. When population is on the increase 
in any big town or city, the demand for houses is more 
or less inelastic, and very essential. We know that there is 
no substitute for a house ; so the second condition is also satisfied 
in the case under consideration 

3. Another very important condition is that the cost of the 
factors whose supply receivesa check, should be very small propor- 
tionately to the total price of the finished product- This condi- 
tion is not satisfied by bricks, as they form a pretty high percent- 
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age of the total expenses in the construction of a house This 
condition is eminently fulSlled by jute bags, in which cereals and 
other commodities are exported. If people in foreign countries 
demand oil seeds from India, they also demand jute bags in which 
alone they can be exported. The price of gunny bags is very 
small m proportion to the price of oil seeds, say, a few annas 
If, therefore, their price rises even by 10D?o no perceptible effect 
Will be produced on the price of oil seeds But if there is a great 
increase in the price of bricks the price of a house cannot tail to 
be influenced. 

4. The fourth condition is that other constituents of the 
commodity are neither so essential, nor is there a paucity of 
substitutes in thcit cases with the result that if there is a small 
fall in their demand, their prices fall to a considerable extent. 

We know, that it is not usual for all the conditions to be 
satisfied at one and the same time. If the price of one factor of 
production rises, or if the supply of any one becomes scarce, 
forces ace set in motion which bring about a rise in the 
prices of other factors of production also. The whole notion, 
however, is interesting, and furnishes a sort of intellectual 
exercise. 

Joint Supply Just as some commodities are jointly demanded 
in the same way many commodities are jointly supplied. If a 
cultivator produces wheat, he also produces straw along with 
1 '. If the purpose is to extract oil from oil seeds, oil cake is also 
produced in the process. Bye-products of a number of industries 
are all articles which are jointly supplied. This fact is not with* 
out interest. 

England began to import wheat from the United States of 
America and India after the development of trans-oceamc 
navigation m the beginning of the 19th century. But obviously 
only wheat was intended to be imported, and not straw So the 
competition was only between American wheat and English 
wheat- The latter suffered m competition against the former" 
and so Its price fell in England. But as regards straw, there 
being no import of it from America, the English cultivator raised 
Its price to compensate him to some extent for th» loss he had 
suffered on account tjf a fall in the price of wheat. 

In America or India on the other hand, where wheat is 
grown not only to satisfy the local demand but also to meet the 
foreign demand there would be a surplus of straw after the 
wheat is exported Consequently while the tendency in England 
IS towards a use in the price of straw and a fall in the price of 
wheat, in India or in the United States of America or any other 
wheit exporting country thr reverse tendency comes into opera- 
tion. There is a rise in the price of wheat, and a fall in the 
price of straw. 
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Thus It may be said that when several commodities are 
produced as a result of producing only one mam article, it 
becomes impossible to determine exactly the respective costs of 
production of the several commodities thus jointly produced. It 
IS impossible for example, to separate the cost of production of 
oil from that of Oil cakes. We so calculate that the total price 
of oil and oil cakes might cover the total expenses of prodtiction 
of both. 

Alternative Demand Alternative demand means that a 
person’s demand for a certain thing can be satisfied by more than 
one commodity or, m other words, that the number of substitu- 
tes IS quite large, so that either the one or the other can be taken 
up for satisfying the particular demand Such commodities are 
tea and coffee different fruits and different vegetables If a 
man has a demand for beverage, it can be satisfied by coffee or 
cocoa, although their respective tastes maj differ to some extent 
and also there may be a slight difference in their medicinal pro- 
perties. Vegetables, like O/ua and Tort satisfy practically the 
same demand. They act as substitutes to each another, although 
there is a'difference in taste and perhaps in medicinal properties 
also. Oil IS used at many places as a substitute for Ghee, either 
on account of cheapness, or sometimes, as m Bombay Province, 
due to certain climatic peculianues. All these articles, theiefore» 
are in alternate demand and are rivals to one another 

Alteroative supply. When one commodity can satisfy a number 
of requirements, it is said to be in alternate supply. Milk for ex- 
ample, can be used either m making curd, or other milk products. 
Water can be used for purposes of drinking, bathing wasbng, gar- 
dening etc. A tract of land can be used either for growing wheat or 
cotton or sugar-cane or any other crop, provided that mechanical 
properties permit the raising of such products. It may be men- 
tioned in passing that what has been referred to above as alter- 
nate demand, is called composite supply by Marshall, and that 
which has been called coi^osite demand is called alternative 
supply. This is only difference in termihologj%‘ but there 
should be no confusion about it. 



OHAPl’ER XIII. 

MONOPOLY. 

Us meaning. The term monopoly is derived from two 
Greek words, mt-nos, alone — polem, to sell Its literal meaning, 
therefore, is the right to sell alone, or the sole right to sell. 
In Its modern use the term is applied to the advantage accruing 
to any undertaking which has a power, however acquired, of fixing 
a price for its goods or services, m the knowledge that those who 
need them, cannot get them m adequate measure elsewhere 

Monopolies have been classified in different ways. We 
give below a classification which appears satisfactory In 
this classification monopolies are divided into 4 classes ii) 
legal monopolies (ul state monopolies (m) natural monopolies 
and (iv) capitalistic monopolies 

(i) Legal Monopolies Legal monopolies are those which 
have been conferred upon people or institutions in accordance 
with the law of the country by the Government Instances aie 
patents, or copy tights. A man who has invented a particular 
type of machine or any thing, can get it patented so that no 
other person may be able to produce another commodity 
of the same design and character. Law comes to the 
rescue of one whose right of monopoly, legally secured, is 
interfered with by someone deliberately. Publishers of books 
acquire a monopoly of publication by securing copy rights Such 
monopolies are very common in industrial countries of the 
world where new machines and new articles are produced almost 
every day. In countries like America, England, Germany, Italy, 
4tid France, legal monopUea are of great importance In India, 
copy rights are numerous, but as far as patents ate concerned 
they are not of very great importance, because for several 
reasons we have not been able to develop the -initiative and 
originality needed for invention For some nme past the 
inventive genius of India has been lying dormant 

(i) State Menopohes — Saif, liquor, and opium ate^anstances 
of state inonocolies in India The Government, has acquired 
these monopolies for the puipose of increasing its revenue, or 
to control their consumption. No one in India is permitted to 
manufacture salt, liquor and opium Salt and opium ate the 
monopolies of the Government of India, while excise is the 
monopoly of Provincial Governments In every important coun- 
try of the world, there are cermin articles which the Government 
of the country has selected for monopolisation The purpose of 
a state monopoly is either fiscal or moral. The production of 
salt IS monopohsed on fiscal grounds, that of opium and excise 
apparently on moral grounds, but the underlying basis in these 
cases, too, may aKo be a desire to increase state income. 

(ii) Natural Idooopolles.—Such monopolies come into exist* 
cnee either because of the limitation of supoly cf raw materials, 
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or for certain other natural causes Bengal possesses, in this 
sense, a monopoly of jute There are, however, certain inherent 
causes on account of which natural monopolies come into exist- 
ence. Such IS the case with roads, railways, telephones, tele- 
graphs, water works etc. There is no sense m having two water 
works in the same cityl under the same management, or under 
different managements, unless on account of the growth of a city 
a single plant is found inadequate to meet the requirements and 
a duplication is found necessary by the authorities concerned. 
Some monopolies which are referred to as natural monopolies, 
arise on account of secrecy maintained by producers of the 
commodity regarding the method of production. Such is the case 
with the industry of synthetic dyes in Germany 

(iv) Capitalistic monopolies. — This type of monopolies are 
very important in advanced industrial countries of Europe, like 
England, France, Germany and Italy. America and Japan In 
India such monopolies are very rare, as there is very little capita- 
listic production. Such capitalistic monopolies are known as 
cartels in Germany, and trusts m America and England. They 
ate very important from the point of view of industry, and a 
great amount of literature has been published about them and 
about the various methods of utilising their services and minimis- 
ing their dangers. We will deal with this type a little in details 
in the succeeding paragraphs 

Causes of Industrial Combinations —Ever since the develop- 
ment of the technique of division of labour and specialisation of 
machinery, the tendency'Ttfwards—large — scalr production has 
betonreiimversal in alLmdustrial countries of the_'world. Capital 
has become concentrated and the scale of operation has grown 
larger and larger with every progress and development in indus- 
trial technique We have learnt that there is very great scope 
for the application of large number of doses of labour and capital 
in manufacturing industries. Diminishing returns do not operate 
. m their case, except after a pretty long period 

A minute' "^division and sub-division of labour , a highly 
extended use of machinery, an increase in the scale of production 
and use o f^specialised type of machines, production on a mass 
scale—; these and other causes have combined to increase the size 
of productive enterprises in modern countries The economies of 
large scale production are too well known to need any further 
discussion. The cumulative effect ot introducing all these econo- 
mies IS that the price of the product becomes lower and conse- 
quently the market extends still further With the q;ctension 
of markets, further division of labour and a larger scale of opera- 
tion become possible, and thus the circle goes on ever widening. 
Whenever a large number of such establishments are started in 
a certain country, competition also becomes very keen and almost 
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cut-tbroat Very soon, however, the great organisers of busi- 
nesses. and millionaires who have invested large sums of money 
m these industrial undertakings, take counsel together, and 
come to a sort'of agreement among themselves to eliminate, as 
far as possible, the cut-throat competition among different 
establishments Usually they come to anr understanding; if so. the 
different establishments belonging to the same industry form 
themselves into a unitary organisation, by virtue of which, 
although they are left independent in the management of thcit 
business for internal purposes, they work according to a common 
policy as far as important matters like the determination of 
wages or prices are concerned 

Questions like the determinations of price of the finished 
product, and the purchase ot raw materials, ate taken up by this 
new superior organisation A joint stock concern consists of a 
large number of shareholders who elect directors from among 
themselves for the conduct ot business A capitalistic monopoly 
or a trust is a concern composed ot a large number ot joint stock 
or independent establishments as its constituent memebrs. and 
there is a Joint Board of directors that controls and guides its 
joint deliberations. In this way competition is eliminated and 
waste is avoided 

Such organisations are tound mostly in Germany and America 
as both have been protectionist countries for a long time. 
Foreign competition is rendered inoperative within their boun- 
daries by means of tariff walls. In Germany, an arrangement is 
sometimes arrived at by means of a cartel, by virtue of which 
different establishments are assigned -different areas as their 
respective spheres of activity, or each establishment is permitted 
to produce the commodity only upto a certain fixed amount, and 
not more This restriction of production and confinement of 
areas, is not permissible under American law, but is quite per- 
missible in Germany That is why there is some difference 
between the constitution of a cartel and that of a trust , though-- 
the aims and objects of both are practically the same. 

But trusts do not come into existence by evolutionary 
processes alone Sometimes a rising firm succeeds in subduing 
or destroying its smaller rivals by methods which are not 
always regarded as fair Such cases have been very frequent 
in America. Railv. ays have played an important part m that 
country in the destruction of smaller rivals by giant con- 
cerns, -which in consequence assume larger and larger propor- 
tions. The Standard Oil Company, for example, ruined a number 
of Its rivals by acquiring favourable rates from railway 
companies. The discrimination of railway freights proves \ 
very effective in the elimination of rivals. The cutting of ^ 
price by a firm, haiing a great control and command over 
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resources and able to bear a conriderable loss in money for 
sometime, has been responsible for driving out of the field smaller 
firms which cannot stand this price cutting, and the consequent 
loss of money Some rivals are thus eliminated; others either sue 
for peace and merge themselves into the big concern, or give up 
the business altogether, leaving only one grant, master of the situa- 
tion. When this is accomplished a trust comes into existence, in 
which the giant firm plays a leading part, while others, that 
have merged their identity, play only the second fiddle. 

Monopoly Revenue — When a capitalistic monopoly comes 
into existence either.by an evolutionary process or by question- 
able methods, the next question before the monopolist is how to 
earn the largest monopoly revenue now that there are no other 
competitors in the field and he alone controls the entire produc- 
tion of the commodity. 

No monopolist can modify the action of the law of dimini- 
shing utility according to which the importance of each successive 
ihcrement diminishes to every person with his increased purchases 
of It So the demand tor the commodity cannot be affected 
directly. But by a clever manipulation of the supply of the 
commodity the monopolist can affecethe demand and therefore 
the price which people would be willing to pay for it 

The value of air is ml, not because it is not useful and desir- 
able, but because it is so plentiful It its supply could some how 
be controlled by someone, people could be made to pay anything 
for small quantities of it supplied by the Controller at his will 
The monopolist accordingly tollows this line. He restricts the 
supply of the monopolised commodity and thus succeeds in push- 
ing up Its price How far and how much he should restrict the 
supply so that he might be able to push up its price to the highest 
possible limit is decided by a method of trial or sometimes instruc- 
tively by the monopolist In so doing he has to keep several 
considerations m mind and m the study of the problem of mono- 
polies the question of the determination of maximum monopoly 
revenue is at once the most interesting and at the same time 
highly complicated. 

The first thing that deserves attention is the nature and 
character of the commodity monopolised and of the want that it 
satisfies. If the demand for it i? inelastic, that is to say, if for a 
small rise in its price, the demand for it does not dimmish con- 
siderably, then It IS obviously m the interest of the monopolist 
to let the supply be reduced to some extent if he can char ge a 
coasiderab^E ^fie£4)ricp~?f>f His monopoly revenue will be- 
come the "greatest by so far curtailing the supply that the price 
may be pushed up to the maximum possible extent, or, in other 
words, by raising the price of the commodity only so far as not 
to affect its sale very considerably If the demand for the com- 



228 


Elements or Eco^fOTiiics 


modity is clastic, it would not be possible for him to push up the 
price very much, as in this case his sales would be affected con- 
siderably and the basis itself of his monopoly profits would begin 
to dwindle largely. 

Then he has to keep in mind whether the commodity is 
being produced under increasing, diminishing or^ constant returns. 
If it irbeing produced under increasing retutns“Or~ditnmisbmg 
costs he would not very much like to reduce its production and 
supply, because by the curtailment of production, there would 
be a disadvantage to him m as much as the expenses of pro- 
duction would rise. Commodities which are produced under 
increasing returns or diminishing costs are usually such that 
their demand is elastic This would hit him on both sides. 
While the price offered would tall considerably, the cost of 
production would also increase 

On the other hand, it the commodity is produced under 
diminishing returns^ or incteasmg costs, any restriction in its 
supply would be advantageous to him. in as much as a reduction 
in Its supply would lower his expenses of production also. A 
commodity which is subject to increasing costs is usually such 
that Its demand is more or less inelastic Therefore, he would 
be benefited both ways, firstly by restricting its supply he would 
be reducing his expenses of production, secondly the demand 
for the commodity being inelastic he would be able to force the 
price sufficiently high up. without much curtailment in the 
quantity demanded. The case of constant returns would not 
present any serious difficulty, because, whether a large or a 
smaller amount is produced and placed on the market it would 
not affect his expenses of production It would depend upon the 
elasticity ot inelasticity of the demand tot the commodity That 
is to say, it would depend only upon whether people reduce their 
demand very much on account of a slight rise nn the price or 
do not reduce it so much inspitc of a n&e 

, It should not be understood, however, that the monopolist 
is absolutely free to do as he likes and thinks proper and that 
there is no check of any sort upon him and upon his not very 
laudable activities. As a matter of fact there are several forces 
which constantly exercise a restraining influence upon his revenue 
hunting activities The first is the presence in the market of 
substitutes for the commodity whose production has beeiT^on- 
trolledl Dpto a certain nse in pnee there may not be available 
any good "substitute for the controlled commodity, but it the 
price is pushed up unduly ot excessively, then not only does its 
demand fall off, but new substitutes begin to appear It would 
not be possible for the monopolist to control these substitutes 
and their supply; so he has to make a halt and then refrain from 
further rnhacicing the price of the commodity New' method? 
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of economising the use of the commodity are also devised and the 
further progress in the rise of the price IS thus arrested. During 
the present war. the price of safety razor blades went up con- 
siderably, not ofcourse due to the monopolists activities but 
because of restrictions on their imports and also due to the acti- 
vities of the profiteers The result was that razor-hoves began 
to be used in abundance to prolong the life of the blades with 
the result that high personages began to take pride in letting it be 
announced in the press that they had been using a single blade 
for 3 months, 6 months or even a year* Due to the rise m the, 
price of petrol coal gas plant has begun to be used m motor cars 
and trucks, and everyone knows that vcgeruble ghee and oil 
have begun to be used as substitutes — though not good ones— for 
pure ghee. An undue or excessive rise ir. price, brought about 
by any cause what-so-ever brings into the market a number of 
substitutes, good, bad, and indifferent and a further rise in the 
price of the mam commodity is thus re‘!tncted if not altogether 
stopped. 

But this is not all The monopolist suffers not only from 
the nightmare of substitutes, but being a person living in society 
and having to deal with his fellow men, he is not entirelv in- 
different to_£ublK opinion. He may have acquired a legal rijht 
to produce a commodity solely, or he may have created condi- 
tions of monopoly by his cleverness and skill, but he cannot 
afford to continue doing violence to the leelmgs of his fellow* 
men. Public opinion may be roused against him tor his intensely 
seldsh activicies and his comroodirj may be actually boycotted 
and he himself may be socially ostracised. He has therefore to 
constantly keep a finger on the pulse of public opinion. 

Lastly, he has to avoid the vyrath of the Govern men t cfjbe 
count ry where he carr i es on h is business. No government would 
permit the producer of a monopolised commodity to exact from 
' the consumers a puce which has very little relation to its cost of 
production. It passes legislation to keep in check the activities * 
of the monopolists. Though this sort of legislation has not met 
with any considerable measure of success, it cannot be denied 
that the mere possibility of the government machinery being 
moved against the activities of a monopolist creates a sobering and 
sometimes even a healthy effect upon him. 

In short, a monopolist has to keep all these tactors in mind 
before fixing the amount of the commodity he is going to place 
on the market A diagrammatic representation mav, perhaps 
elucidate some -points to those readers who are interested m 
diagrammatic representation, and are of a soirewhat 
mathematical bent of mind. For this they are referred to an 
appendix in the end. 
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ADVANTAGES AND DISADVANTAGES OF MONOPOLIES 

Advantages — The advantages of a monopoly are really the 
advantages of large scale production* All the advantages 
attributed to large scale production, apply to monopolies^ 
with greater force The greatest advantage is that w^a s te due to , 
competition is abided. This means a very great saving^ Price' 
cutting is altogether stopped. The expenses of advertiserament^ 
a'rSTSdaced to-a' considerable extent, leaving only those which 
ate necessary to popularise^ the article amongst the public. 
Other advantages are efficiency in production, a better division 
of labour, economy of transportation and utilisation of by- 
products All these causes lead to a lowering of cost of 
production and may lead to a lowering of price if the monopolist 
so pleases It is possible that though the commodity may have 
been monopolised, and the monopolist may have been making 
extra profits, j-et, the price'' of the commodity may be much 
less than what it might have been it the commodity were not 
so monopolised Some trusts have their own means, of trans- 
poration on certain important lines This was the case with 
the Standard Oil Company of America Several other 
economies which are not possible in moderately large establish- 
ments, are within reach of trusts on account of very large 
concentration ot capital There are Billion Dollar trusts m 
America, which, have vast resources at their disposal and 
control the production of many important commodities. 

Trusts or industrial combinations arc of two kinds horizontal, 
md vertical A horizontal combination is a joint 
association b£ different establishments ot the same class. ‘Foe 
example there may be a horizontal combination of cotton 
mills ot Bombay, Ahmcdabad and other places. In a vertical 
combination different processes necessary m the production of a 
commodity, from beginning to end. arc earned on and organised 
under one organisation From the growing of raw materials 
to the ultimate sale ot the finished product in retail stores, 
everything is under the control of one organisation. The 
Co-operative Wholesale Society of England is an instance of a 
vertical combination Itowns a number of tea estates in Assam and 
also owns a number of manufacturing firms which are engaged 
in the production of those articles which are necessary for lab- 
ourers, So, m this case, from the growing of raw materials 
to the ultimate sale of the finished articles, the control 
of production and price is under a single management The 
economic effects of this unified control are of a far-reaching 
character, and so it is not surprising to find that in some cases, 
inspite of monopolistic control, the price becomes cheaper 

Disadvantages — The first great disadvantage of a mono- 
poly is arm in ^^piice of the monopolised commodity. This 



MOKOtOLV 


231 - 

IS so because a monopolist wants to pash up its price as high as 
possible, and does not like to leave it near its marginal cost of 
production. He tries to carry it as much above that level as 
possible Another great disadvantage is that a good deal of cqr- 
5 rupti on spreads among politiaa ns and statesmen, wlio are 
responsible for carrying out the ^licy of protection or of control 
of monopolies- In the United States of America, many rich 
monopolists, succeed in maintaining their advantages by keeping 
high officials bribed Lastly, all those evils that arc the result of 
heavy concentration of capital in a few hands appear in 
an accentuated form in a country where monopolies thrive. 

Control of Monopolies — Opinions differ on the point whether 
monopolies arc on the whole, beneficial or injurious to the 
interests of a country. The majority opinion seems to be against 
the continuance of such organisations. Attempts are therefore 
made to bring their- activity under control, as far as possible. 
Legislation to this effect is passed, but it has not been found 
easy to control their activities. As a matter of fact, in every 
industrial counity of the world subtler brains are found in busi- 
ness than in other w.ilks of life- This is especially the case m 
the United States of America. In this battle of wits between 
legislators and monopolists the former have invariably found the 
latter to declare them illegal However, such legislature is not 
meant to harm them, but only to keep a check on their vast 
powers The good in them is utilised, while the evil is sought to 
be kept within narrow limits, as fauas possible. 



CHAPTER XtV 

INTERNATIONAL TRADE. 

Meaning — International trade means trade between different 
nations. We all understand fairly well what is meant by a 
nation, so we need not enter into the niceties ot the question, as 
to "ft hat IS and what is not a nation Suffice jt to say that 
the most important point with reference to the topic under 
discussion IS that the unit of currency is different in different 
areas ; also that the laws in force are different Internal trade is 
trade between different parts ot the same country and so 
the- unit of currency, and rules and regulations guiding the course 
of trade and industry are uniform throughout the whole region, 

It IS evident that movement ot factors of production from one 
country to another IS not easy due to these differences Some 
countries present interesting features. In England and Australia, 
although rules and regulations in force are quite different, the 
unit of currency IS the same As between England and Ireland, 
although the unit., of currency is different, there was till very 
recently, practically no difficulty in the movement of labour 
and capital from one country to the other. Leaving such excep- 
tional cases aside, the points of dffierence between one nation 
and another are important and fundamental 

Labour and capital are difficult to move even as between 
different parts of the same country Between different countries, 
with difference in customs, language, laws, monetary systems and 
perhaps, religious and other sodal conditions also, this movement 
becomes still more difficult. Consequently, because any satis- 
factory adjustment between conditions of production in one 
country and m another is very difficult, certain permanent 
differences arise m the matter of trade and industry between 
different countries. It is observed that with differences in 
natural resources and climates, differences also arise in the 
aptitudes of people residing in countries distant from one another. 

• For all these reasons we find that internal trade is different in 
essential respects from international trade If there is. for 
example, a rise in the demand for an article produced m a 
country, and its price rises much above t'ne cost o't production, 
there is no reason why others should not give up their old trades 
and callings, and adopang this trade, not begin to produce the 
article- After some time, therefore, the profits of production 
of this commoditv come down to a normal level, and the 
difference disappears It is not in the case of prices alone that 
differences that arise disappear in course of time. In the matter 
of wages of labour, and of interest on capital also— laws of the 
country, language customs and habits etc , being the same— there 
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IS no greathindrace ordinarily in the way of labourers to move 
from one part and settle m another m order to earn higher 
wages. Movement of capital is easier still The only hindrance m 
Its way IS political instability. Capitahsts may not like to invest 
their capital in countries about whose political future they are 
not very sure. No such considerations apply m internal trade 

There arei moreover, considerable difficulties, which have 
a tendency to increase in sfeiidmg goods from one country to 
another due to restrictions imposccf by otfier countries upon 
imports This is another important difference between internal 
and international trade. The cost of transportation between one 
part of the world and another, has also to be taken into con* 
sfderation This cost increases with the increase m distance 
between trading countries. 

In certain respects trade between different parts of India, 
especially those distant from one another, is similar to that 
between different nations. The trade for example, between 
I Madras and Sind, or Madras and the Punjab, is, no doubt, in- 
ternal, because the umc of currency is the same and the laws 
prevailing in both parts are uniform . but apart from these two 
important considerations, there are many points in which the 
trade between them resembles that between two nations There 
are great differences m language, customs, religion, tradition, 
climate and physical conditions of different provinces This is 
only by the way, and is only meant to show that in many respects 
India IS more a continent than a country 

Why International Trade Arises. International trade arises for 
any one or more of the following reasons — 

(a) - In the first place, on account of physical and climatic 
differences between one part of the world and another, it is pos- 
sible that the products of one part may differ from those of the 
flther. There are certain products which may be grown only in 
a coId"cIimate, while others which may thrive only in a hot or 
warm one So, products of the temperate region, are exchanged 
for those of the tropical region, with some advantage to both the 
parts. 

(b) In the second place, it sometimes happens that although 
a commodity can be produced in both countries it can be more 
cheaply produced in one than m the other- This may be due 
either to certain natural diffirences or on account of natural 
aptitudes of people residing in any part, or due to certain other" 
causes. When such conditions exist, international trade arises 

^ ^c) Sometimes it happens that though one country can 

produce a number of commodities much cheaper than the other. 
It may be considered more advantageous to import commodities 
which it can produce cheaper within its own borders from a 



234 


INTKRNA1'I0>*AL TRADE 


foreiga country. This course is adopted because it can produce 
some other commodities stiU cheaper, which may consequently 
be exported to the ocher country in exchange for those which 
although It can produce cheaper, yet not so cheap as the other 
one- This third condition under which international trade arises 
IS a very important one in modern times and is due to differences 
in comparative costs of production of commodities The first 
two conditions are quite simple, and do not need any explanation 
or discussion, but the last one* bemg'^also very important, needs 
further discussion. 

Doctrine of Comparative Costs. A country, suppose, can pro- 
duce two commodities cheaper than another and so has an absolute 
advantage in the matter of both over the other country, but, it 
may be that it can produce one of the two commodities much 
cheaper than the other The other country m this case has 
therefore, an absolute disadvantage as compared to the first in 
the production of both these commodities, but it can at least 
produce one of these two commodities less disadvantageously 
than the other It means that although it has an absolute dis- 
advantage as compared to the first country m the matter of pro- 
duction of both the commodities yet this disadvantage is less in 
respect of one than in that of the other. Under such conditions 
what usually happens is that the first country begins to export 
to the other the commodity in which it has a greater comparative 
advantage, while the second begins to export to the first that m 
which It has 3 lesser comparative disadvantage. Under such 
condittons also internactonal trade arises, and benefits both the 
countries This is what the doctrine of comparative costs main- 
tains and seeks to prove. 

Let us illustrate the point further Take the case of 
England and India and suppose that the two commodities under 
discussion are wheat and cotton cloth. We also suppose— which 
is also a fact— that England can produce both wheat and cotton^ 
cloth cheaper than India. This means that England possesses an 
absolute advaniage over India in the production of both wheat 
and cotton cloth; or m other words given quantity of labour and 
capital applied in England yields a greater return of both wheat 
and cotton cloth than is possible in India 

Suppose one dose of labour and capital, which might mean 
a definite number of labourers and a definite amount of capital, 
applied in India yields one unit of cotton cloth or two units of 
wheat: while one dose of labour and capital applied in England 
yields two units of cotton cloth or three units of wheat Let us 
cQiapate the result when the two countries produce both the 
commodmes uithm their own borders and there is no interna- 
tional trade, with that when one begins to confine itself to the 
production of that in which it has either a greater comparative 
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advantage or a lesser comparative disadvantage In the first 
case, that is to say, when there is no international trade, one unit 
of cotton cloth and two units of wheat will be produced in India 
by the application of two doses of labour and capital, one for 
each; while in England, in return for the two doses of labour and 
capital, two units of cotton doth and three units of wheat will be 
produced If we add up the products of both countries we come 
to the conclusion that three units of cotton cloth and five units 
of wheat are produced in both the countries when there is no 
international trade. 

Now suppose that international trade arises between the 
two countries. Although England possesses an absolute advant- 
age over India in the matter of both wheat and cotton cloth, it 
possesses a greater comparative advantage in the production of 
cotton cloth Its superiority over Indian labour and capital in 
the production of cloth is in the ratio of one to two, that is to 
say lOO^o; while in the matter of wheat it is three to two. that is 
. to say, only 66”o' ^ It means that England, though it has a greater 
^ absolute advantage in both possesses a greater comparative 
advantagelm the matter of cotton cloth In the same way it can 
be understood that India although suffering from a greater dis> 
advantage in the matter of both wheat and cotton cloth has a 
lesser comparative disadvantage in the matter of wheat, than in 
that of cotton cloth. While its disadvantage in the matter of 
cloth IS 100 per cent, it is only 66 per cent in the matter of 
wheat 

For these reasons England applies both the doses of labour 
and capital in the production of cotton cloth, and. consequently, 
produces 4 , units of cotton cloth. While India applies both the 
doses of labour and capital m the production of wheat and pro- 
duces 4 units of wheat The combined products of both the 
countries are. therefore, 4 units of cloth and 4 units of wheat 
^Comparing it with that when there was no international trade, 
we find that it was then 3 units of cotton cloth and 5 units of 
wheat We conclude that when there was no international trade, 
one unit less of the more valuable commodity, and one unit more 
of the less valuable commodity was produced When inter- 
natwaal ttad* ato&e. otia wnvt less oi tEe less valuable, and one 
unit more of the more valuable was produced. Clearly this 2nd 
position is more advantageous to both the countries as a whole 
than the first, when production was less. 

The calculations and comparisons given above may be con- ” 
veniently e'lhibited like this 

England India 

'One unit of labour and capital One unit of labour and capital 
produces two units of cloth produces one unit of cloth 
or 3 units of wheat- or two units of wheat* 
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Comfiincfi products 0 / two «?osc# of labour and capital in England 
and two doses of labour and capital in India 


When there is no international trade- 


England 

Cloth 

2 units \ 

1 Cloth 3 units 


Wheat 

3 units ) 


India 

Cloth 

Wheat 

1 unit 1 

2 units 1 ' 

1 Wheat 5 units- 

When International trade arises- 


England 

Cloth 

4 units 

Cloth 4 units 

'India 

Wheat 

4 units 

1 Wheat 4 units 


So the gam from international trade >s quite obvious- To 
what extent it is distributed between different countries is not 
easy to determine and forms the sub}ect of international value 

loteraational Value A gam from international trade arises 
under the same principle as a gam from an ordinary exchange. This 
gam will be more or less according as the cost of production of 
different articles in different countties becomes higher or lower. 
In the illustration given above if the cost of production of cotton 
cloth becomes less in England, and that of wheat becomes less in 
India 4 the gain from international trade will become greater. So 
far, however, we are only speaking of gam to both the countries 
taken together. This is not. however, of very great interest to 
people, now-a-days. If there is a gam to both the countries 
engaged in international trade, the point which excites keene^ 
interest is ro find out the proportion of his gam as between one 
and the other. Even if we are convinced that beth the countries 
taken together gain by international trade, we would like to 
know what proportion of this gam falls to the lot of one and 
•what proportion is shared by the other It may be admitted 
at once that" ic iS" vieryi/xiffccthtco exactiV nreaswe the respeenve 
gam for the simple reason that in the modern •world a large 
number of factors has to be taken into con'sideration before it 
canbe finally decided It is difficult to er<7c% measure the gam 
of one or both of the countries engaged m international trade 
However, a certain indication can be given which will enable to 
form an idea, however rough, of the probable gam to the two 
countries There can be no better way of illustrating this than 
by taking two persons engaged in exchanging goods produced by 
each other- 
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Suppose one has a number of loaves of bread which he wants to 
exchange or barter while the other has a piece of cloth Both 
of them have a surplus of the commodity in the production of 
which they are respectively engaged, and so each wants to barter 
his surplus with the other commodity that each needs The 
baker has a surplus of loaves, while the weaver has surplus of 
cotton cloth The baker wants cloth while the weaver wants 
loaves of bread In a previous illustration, it was pointed out 
that there is always a gam of utility m exchange to both the 
parties, as long as there IS freedom of transaction and not com- 
plete ignorance on either side. So in this case also when loaves 
of bread are bartered with cloth, there should be a gam of utility 
to both the parties But one point ts important We have also 
jo^esamme the nature of the commodity that each is giving to the 
'btherr~~T^ he -case - under-considcration. the want of the weaver 
’■for loaves of bread is certainly more urgent, while that of the 
baker for cloth is not so urgent If the baker and the weaver 
do not reach any agieement with each other, they both go their 
own way The weaver will suffer more than the baker, because 
he wanted loaves of bread to satisfy a mote urgent want. From 
this point of view alone, we may think that India would gam 
more than England m international trade, because India pro- 
duces a commodity which is of a more urgent nature and satisfies 
a mote urgent want than England, which produces only cotton 
cloth which does not satisfy an equally urgent want But if, 
instead of one baker and one w’eaver, there were four bakers and 
only one weaver: or if a certain baker was somehow under 
the influence of the weaver ; or if the weaver was in a position 
of authority over one or more of these bakeis : yet. again if the 
weavers were very clever and powerful and rich, while the bakers 
were ignorant, simple and weak ; under any of these conditions 
It could not be said that the advantage of the exchange would be 
gamed more by the baker or bakers than by the weaver. 

Reverting to the case of England and India, we may say that 
although India produces a commodity which satisfies a more 
urgent demand than the commodity produced by England, yet 
other conditions are not very favourable to India India is a 
dependency of England, and does not eajoy autonomy The 
rate of exchange cannot be fixed by those who have a greater 
claim to represent the country than others. Without 
entering into the details of ihe question, which may perhaps 
carry us beyond the limits that we have set forourselves.it 
may be said that irrespective of the fact that India produces and 
exports agricultural articles, which satisfy more urgent demand of 
the world, yet due to other non-economte causes the gam from 
this international trade goes more to England than to India. The 
' case between England and America is different. America is as 
powerful, even more powerful, than England, and trade Ijetween 
these two countries is on a par- Both understand their owp 
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interests, and can take necessary steps and bring them into force 
whenever they like This was the real reason why during the 
three years ot the Great War and during the four years of the 
present one America repurchased from England all her railway 
securities, which were in the hands of Englishmen before the 
Great War and has now out-stnppedEnglandinfinancialiesouices 
to an enormous extent During the last Great War India was not 
allowed to repurchase her Railway securities and did not gain 
much in other respects also In the present war although she has 
paid off all her foreign debt and has accumulated considerable 
credits in London, one cannot feel sure as to how England 
would decide to settle our account after the war In interna- 
tional trade therefore the gam as between the several patties u 
determined not only on economic grounds but there ate other 
considerations as well 

ADVANTAGES AND DISADVANTAGES OF INTERNATIONAL 
TRADE. 

Advantages (i) When trade between different parts of the 
world begins to take place, the number of commodities bought 
and sold becomes very large Articles which cannot be produced 
in one country, begin to be imported from another in exchange 
foF those which can be produced If there were no international 
trade England would not be able to enjoy beverages like tea and 
coffee and fruits like mangoes Cotton cannot be grown in 
England, and yet England is oneof the greatest cotton piece goods 
manufacturing countnes\in the world Countries with watm 
climate can also import articles which can be produced only in 
a colder region and tice lersa Wool, for example is not grown 
so well, and m such large quantities in tropical regions ; it is 
accordingly imported from colder countries and then used for 
different purposes in warm countries also 

There is. besides, a large variety of products which can be 
better produced in one country than in another, either because 
of peculiar physical characteristics of a country; or duet to special 
aptitudes of some people which cannot be easily' developed by 
those of other countries The result of a greater variety of pro- 
ducts is an increase in the number of exchanges Wilh the de- 
velopments of international trade wants of men have also 
increased enormously, and an increase of wants in its turn 
brings about increased trade between nations. 

(ill On account of the development of international trade, 
therejs_a great economy of effort It the world were not so 
torn asunder by mutual jealousies as! it is today, and if its 
^ different parts behaved with one another like different parts of 
a country, there would be as great an advantage from interqa- 
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tional trade as there is from ordinary division of labour Unfor- 
tunately we find that this is not the case, and the world is rent 
new-a-da>s by mutual )ealousies and subpicic^ So> although 
on purely economic grounds it may be said that international 
trade is advantageous, yet there are so many other considerations 
which have to be taken note of. The last great war as well as c 
the presenti world war have demonstrated that those countries 
which depended for the satisfaction of their wants upon 
imported goods from other countries suffered most m conse- 
quence due to the steppage ot these imports. 

(ill) With economy of effort in each country the total pro- 
ductive capacityjjf-the— ivorld_can ccrtainlyjncrease, and prices 
ot different commodities can also become cheaper; with the 
increase in the extent of markets, large scale operations become 
possible and there is a cheapening of products all round. 

(iv) With the development of the ^means of transportation, 
products from one part of the country can be exported to another 
wh enev er necessary or desired. It has the effect ot equalising 
pnfieTin different parts of the same country There can be no 
violent fluctuations m prices a's between different places and 
different parts. What holds good in the case of a country also 
holds good m that ot the world. 

(v) When one part of the world benefits by trading with 
another, there should develop a >ott _of s ympathy and b ond of ' 
a ffection between ^e diff erent ^rtT” P^pleS in dfffereht 
countries ot the world, engaged" Tn mtcrnaTional trade, and 
ha\ mg mutual relations would not like any sort of interruption 
or interference m these mutual CNchangcsv and so would like to 
remove differences between one part and the other. For this 
reason alone international trade can bring about good will and 
can prove an important force for peace. But as pointed out 
several times before, economic considerations are not the only 
considerations that guide people m their^ relations with one 
another. They are, no doubt very important, but there are 
other considerations as well In spite of the much advertised 
League of Nations the present w’orld war is once again causing 
havoc and misery all round. 

Disadvantages,— (i) The present world is not meant for dis- 
organised and weak people. Those w’ho arc strong and or- 
ganised, take advantage of the weakness and disorganised 
state of others International trade grows on account of develop- 
ments in the means of transportation, and so exploitation of the 
resources of pother countries begins to increase every where. 
Strong nations occupy, wherever possible, rich areas of the earth’s 
surface, and begin to exploit their natural resources as also the 
people inhabiting them, for their own advantage. If it were not 
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possible for goods produced m ore country to be exported to 
another, no one would teel inclined — because ic would not be 
possible— to exploit the resources of other countries. There 
would then be no cause for stronger nations to bring under their 
domination the \vcakeT|and disorganised people, for the ultimate 
purpose of enriching themselves by exploiting their resources- 
This IS then a very great disadvantage of mternanonal trade 
although It IS more indirect than direct It has created or at 
least strengthened Imperialism and Capitalism- 

(u) In the hope of present gains, people, engaged in inter- 
national trade, forget the future interests of their respective 
coimtcies Englandrfor example, exports large quantities of coal 
to different parts of the world Coal is an exhaustible com- 
modity, and although the coal resources of (England are very 
great, they are, after all, rot inexhaustible Farsighted Em lish- 
men have begun to point out the danger of the ultimate exhaus- 
tion of rich mines, and have begun to suggest a rcstrictton m the 
export of coal India, mostly exports ores from her mines without 
working them in the country- This is a great future loss Also 
the export of other raw materials from the country which are not 
replaceable, is a great loss. But in view of present gains people 
do not keep m\view the future loss of the nation. The present 
wat will have exhausted considerably the coal and petrol 
resources of many countries of the world. 

hn) Not all commodities that are imported from abroad, 
are of a useful or beneficial nature. Wants are created which 
do not ultimately produce a wholesome effect upon the character 
and physique of the people when they are satisfied. It is not 
always good to prefer cheap and attractive articles to durable 
and useful ones. Great catc is therefore necessary in the 
selectionlof articles that are imported from other countries. We, 
in India, mostly import articles that fall under the categories of 
comforts and luxuries A poor country like India, cannot really 
afford to squander her money on such articles which sometimes 
even prove injurious to health and morals 

(iv) On account of the import of cheap and attractive 
ar ticles, th ose of a durable and useful nature begin to be avoided. 
Human nature is so constituted that It prefers the former to the 
latter. The duty of those\who arc in charge of the affairs of a 
country IS to restrict, as far as possible, the import of articles of 
the first description, so that those of the latter may continue to 
be produced or imported m the country. In India a large 
number of cottage industries were ruined on account of the 
^ import of cheap and showy articles from abroad A large number 
of people became unemoloywJ and had to take up agricul- 
ture, making the latter also a losing occupation. 
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(v) It does! not satisfy our sense of justice and fair play to 
find that one part of the world may be engaged m producing 
articles which do not requite much hard labour, and which can 
be produced under comfortable conditions . while another part 
may be compelled by circumstances to keep to the production of 
those commodities which cannot be produced without very great 
toil and hard work. Just as there is a difference between urban 
parts of a district and the rural parts, in the same way there 1 
develops a difference between those countries which produce 
manufactured and those which produce agricultural articles. 
Moreover, there is a sense, however vague, of inferiority in 
producing only agricultural articles and exporting them in the 
form in which they arc produced, while there is something 
superior in exporting articles m finished forms 

(vi) As different parts of the world engaged m interna-*' 
tional trade are situated at long distances from one anotberj it is 
very difficult sometimes to adjust production to consumption ; 
that is to say. there is\a great difficulty m adjusting the supply 
■-■"a commodity to Its demand. For this reason we are often 

faced with over-production, with the result that there ensue 
trade depressions, and large parts of the world suffer on account 
of this mabadjustment between supply and demand.A^To minimise 
this daitger, international agreements are arrived at m order to 
keep production within specified limits so that there may be no 
'♦excess of supply over demand Sometimes, howeiveT, the 
restriction in the supply of the commodity I is earned to such an 
extent that prices rise above the cost of production and problems 
connected with monopolies artscl 

(vii) International trade is disadvantageous to those 
countries which ate engaged in exporting mostly 1 raw materials 

_ or agricultural products. These products are subject to diminis' 

‘ ingTeturnsrand, therefore, their price continually rises witf 
increase in the demand for them as a result of the devel pi 
“t* ifiternational trade. This advantage does not apply to ti o' 
countries which are engaged m exporting articles 'jubject to 
increasing returns, or cven\to those raw produc ' export i g 
countries which have vasty areas of virgin soil, as Canada and 
Australia- 

Favourable and Unfavourable Balance of Trade. The idea 
of a favourable and unfavourable balance of trade has been 
handed down to us from the time of the Metcantihsts It is 
not meant to be conveyed here that the idea did not strike other 
people before the Mercantilists, hut they gave It a great deal of 
definiteness and importance. The favourable balance of trade 
that state of) international trade between any twa coun- 
T^^!,when onekountry contmues to export more than she imports 
from another country The result is> obviously, tl^t money 
flows from one country to the other The country which exports 
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more goo^s. has to be paid the balance in the form of moncj^ 
It is usually regarded as a very satisfactory state of affairs to 
have a favourable balance of trade. 

The country which imports more, and exports less, and 
which has consequcntlyj to pay gold or money, in order to 
liquidate the balance, is said to have an unfavourable o^an 
adverse balance of trade | This idea was given great importance 
in mediaeval times when nations were growing and people 
attached great importance to a favourable balance of trade. 
They knew that money would thus flow into the country after 
sometime, and thus would give ic a greater power and influence 
over other people and countries 

At the time when the notion of favourable and unfavour- 
able balance of trade originated, relations between different 
countries were not so complex as they have become ever since, 
but were quite simple | There was mostly only export and 
import of goods from one country to the other- There were 
ships, no doubt, that earned goods from one part to the othsr. 
but they were generally owned by different countries, and th«r 
earnings were not very important- They were engaged mostly 
m Carrying goods of theit own country. This was towards the 
middle of the 16th centuiy As time passed, relations between 
different countries of the world became more complex. Towards 
' the end of the 18cb century mternational)trade began to increase 
by leaps and bounds, on account of increased production of goods,'’' 
and developmerit m the means of trans-oceanic navigation. 

Moreover, after the discovery of coal and iron mines m 
England, ships which were previously made of wood began to be 
constructed of iron and steel Other relations also began to 
develop- One nation, for example- began to lend money to an- 
other, and. inconsequence, began to receive or pay, as the case 
might be, large sums of money m payment of interest. 

People also became very _^much travel minded. Large 
number of people began to take rounds of important countries 
for sight seeing and for other purposes. So. while in very early 
times, the relations between different nations were greatly 
confined to the export and import of goods, there was now a great 
change in these relations Correspondingly, m order to find out 
a /avumviiV or enr/avooraWe ^rafance o/ traife as fretween any 
two countries, it was no longer sufficient to keep into considera- 
1 tion only the export and import of merchandise. It became 
necessary to keep in view other factors also, for which payment 
had to be made by a particular country 

Suppose, for example, that a certain country export^ 
during a year goods worth Rs. 50,000.000 to the othet^unH 
imports goods worth Rs. 40 OOO.OOO* It can be said off hand rbac 
the balance of trade of the first country is favourable, while 
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Uhat of the other unfavourable'to the extent of Re. one crore. 
If It transpires later on that the other country has per- 
formed a number of services for the former, for which it 
has to be paid, say Rs. 2 crores by the first country, it would 
mean that although the balance of trade, when looked at from 
the point of view of mere trade exports and imports, was favour- 
able to the first country, the balance of payment, when other 
factors were taken into consideration, turned in favour of the 
second country So it is not really the balance of trade, but the 
balance of payments which is now more important. Let us 
'^^imneTTiTdia’s caVe. ^ — - — 

English banks perform important service m facilitating trade 
not only between India and England, but also between India 
and other countries of the world For this service they earn 
a commission, which has to be paid by India and other countries. 
In the case of India this amount goes up to several crores of 
rupees per annum. Then there is the important service which 
British ow ned s hips p erform in carrying goods between India 
^ncThngland" Forthis a large amount ot freight has to be paid. 
There is also a large number of cm! and military officers, 
who are on the retired list m India, but reside in England. They 
served m India and earned a pension This amount has to be 
sent from this country to England 

When all these factors are taken into consideration, it 
is found that the balance of payments is very much against India, 
and It IS ioi this reason that India has to export an increasing 
amount of commodities or gold which 'is also one of the com- 
modities to settle the balance 

So, when we take into consideration not only the amount 
of exports and imports of goods but also all those factors that 
have been mentioned above, the accounting between two coun- 
tries becomes complex, and cannot be done only with reference 
to commodities alone ; other factors like the above have also 
to be taken into consideration. Other items that enter into the 
equation of indebtedness will be discussed under foreign 
exchanges. 

Free Trade and Prctectioa — When trade between any two 
countries goes on, or is permitted, wit'hout any hindrance what- 
so-ever. it is called free trade. The hindrances that are placed are 
usually, import duties, or very rarely export duties. If goods 
from India reach English consumers without any other charge 
except that of cost of transportation and correspondingly, if 
goods manufactured in England are imported into India and 
reach Indian cansumers without any other charge, the trade 
between England and India will be Called free trade But if 
^goods from England cannot find entry into India without having 
Jto pay a duty of say 10,15 or 20 or more per cent, and in the 
lame way goods from India do not find unrestricted, entry into 
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England the trade will not he called free trade but restricted 
•r.tdc \ 

import duties are charged mainly for twb reasons; firstly, in 
tder tp.giye a sort of encouragement to home industries, by 
making tojeign goods dearer m the home market to the extent 
ol the duty : secondly, they are levied for fiscal purposes ; that 
ig to say for purposes of collecting revenue for the expenses of 
the State In tbe second case, the aim is not to give any 
encouragement to home industries or to cause any discourage- 
ment to foreign industries, though it may come out to be the 
ultimate result of this imposition ; but the main idea is to collect 
revenue by charging a certain percentage upon goods imported. 
The import duty can be made entitly fiscal when an equivalent 
duty IS imposed upon goods of the same nature produced in the 
country itself Such a duty is called an excise duty, and was 
levied for a considerable period on Indian cotton goods when a 
duty of 5% was levied upon British cotton goods imported into 
India itnmediately before and during the war _If an import 
dutyjs levied upon foreign goods for the purposes of giving 
encOVlragemenr to home industries, it becomes purely protective 
and tbe country becomes a protectionist country. 

Arguments far and against free trade and protection The 
^ theory of international trade demands that there should be as 
little interference m the flow of goods between any two countries 
as possible. If that ts so the gam to both the countries will be ^ 
the greatest and m this way the whole world will gam consider- 
ably What IS regarded true a-? b'»tween two individuals is 
considered equally true as between two nations. 

During the middle ages there was very little international 
trade Only chose commodities were purchased which 'could not 
be produced in one country So the question of protection did 
not very much arise The Mercantilists wanted to discourage 
tbe import of goods by different means jn their power, and 
wanted to encourage exports from their own country 
could not be possible unless there were countries which had 
either a policy different from that of the Mercantilists, or could 
not bring their policy into force m their own country. If every 
country begins to discourage imports, and encourage exports, 
things cannot go on It goods of a certain country ate dis- 
couraged from entering into another there is no reason why the 
former should encourage or allow imports into it from others. 
Any way. the thing went on for sometime after which there was 
a very great change in the views of economists in this connection. 
The Physiocrats in France and Adam Smith in England, came 
out wi>^h anew policy that of free trade that is to say, trade 
without any restriction or hindrance whatsoever between differenj--' 
of the same country and between different countries of tr^e 
world. England readily adopted this policy, as Industrial 
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Revolution had already taken place there and she found herself 
at a very great advantage as compared to the rest of the world 
in the matter of production" The policy of free trade very well 
*Kted in with the conditions prevailing in England at that time. 
Other parts of the world could not produce goods as cheaply 
and as well as England. There was, therefore, no danger to 
England of imports from other countries If there was any 
danger; it was only to those where machine production had not 
become so popular. 

England could therefore conveniently and without any risk 
whatsoever adopt the policy of free trade, and could also 
sermonise to the whole world in this connection The policy of 
laissez fair, laiasez passer, originaang from France, was, adopted by 
England almost m every walk of life. This policy, although it 
suited the interests of England, did not suit other countnes 
equally well. Germany and America very soon adopted under 
List and Carey the policy of protection. England continued her 
policy of free trade, but after 1870 she too began to feel the 
effects of German competition in ceitain foreign markets After 
sometime America also came into the held. Germany and 
America became rivals ot England m some foreign markets of 
the world- England still carried on with her old policy as these 
two countnes had not become so formidable as to compel English 
statesmen to change the old policy of their country. 

The beginning of the 20th century sow Germany. America, 
Russia. Italy and France, in the field of production almost side by 
side with England- They made up their past deficiency to a 
considerable extent and in certain fields ot production even left 
England behind them English statesmen began to seriously 
think of giving up their old policy, and of intioducing certain 
modifications in it, so that they might be able to protect their 
already grown up industry from the competition of progressive 
countries ! By the beginning of the Great War however, 
England’s position had become so vulnerable that her statesmen 
began to seriously think of introducing protection to English 
industries through the back door The war gave them a justifi- 
fication. So, after the close of the war, they began to grant 
protection to then industries against foreign goods. England 
began to charge import duties and adopted the policy of protec- 
tion, a policy which she had not only not adopted during a large 
number of years, but which she had done her best to discourage 
other countnes to adopt Even before formally adopting pro- 
tection as her avowed policy. English statesmen, shrewd as ihey 
always have been had introduced a new scheme for adoption by 
other units of their empire, namely. Imperial Preference. But 
of this hereafter. 

Advantages of Free Trade If mutual lealousies between 
different countries of the world disappear, or, become a little less 
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ttan wliit they have been, the world can become a much better 
place to live in than it is to-day. But this seems to be nothing 
but a pious hope. Under present conditions of aggressive 
nationalism and a world warms not very helpful to sing the 
praises of free trade. There was a time when some advantages 
of free tcade could be discussed by people. But at present we 
live in a different world. The advantages of International Trade, 
some of which have been discussed above, arc really the advan- 
tages of a free exchange ; but they do not appeal to our minds 
under present conditions. Even though there may be a slight 
disadvantage to us in certain respects by adopting protection, 
and by not adoptin'g free trade we m India, at present, cannot 
think ot introducing free trade m out counttj for a considerable 
time to come Therefore, jt will not serve any useful purpose if 
we discuss its advantages . While discussing the disadvantages 
of protection, the advantages of free trade will be indicated 
indirectly. This is where we^ would like to leave this discussion. 

Advantages of Protection (i) India started m the race for 
industriahsation long after other nations had traversed a great 
distance and a few had disappeared from sight During the 
course of this great start, western nations in general and England 
in particular developed their industry and organisation to a 
great extent. When India began to produce goods from her 
factories, she found herself very much crippled by competition 
from other industrial countries, which had gone far m advance of 
her Serious competition also began between goods produced 
by the newly started industries in India, and English goods 
produced fay veteran estabhsbments of that country, which had 
more than a hundered years start over Indian industries. It was 
practically a competition between a giant and an infant. For 
this reason if tor nothing else, protection of the infant was very 
essential The first argument, therefore, for pr otection is that 
the infant industry needs protection against giant establishments 
Mother countries of the world. This argument was first used by 
nSt, 'a German economist and is known as the infant industries 
argument. 

(u) If one country depends almost entirely upon a single 
industry, say, agriculture it is not very desirable from the social 
point of view. While, discussing, the disadvantages cf the 
localisation of industries, it was pointed out that a great dis- 
advantage of localisation w-as that a particular locality has to 
depend too much upon one industry alone If anything goes 
wrong with the industry, the whole locality suffers That which 
applies to a locabty. also applies to a country, if there is only one 
industry oi one chief industry upon which the whole country 
depenas for her well being and subsistence Therefore, to make 
this dependence less complete, it is necessary that a larger 
number of industries is encouraged in a country. This ts possible 
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only by affording protection to new industries. This argument for 
protection is called the diversiHcation of industries argument, 

fill) A country should not (kpend for her raw materials 
upon other countries of the world. As far as this point is 
concerned, India is not at a disadvantage as compared to other 
countries. She grows her own foodstuflFs also raises other raw 
materialsi She imports mostly articles of comfort and luxuries. 
But there are other basic industries known sometimes as“ heavy 
industries in which our country is still lacking. It is expected 
that after the present war this dehciency will disappear 
In respect of foodstuffs and other raw materials conditions are 
more disadvantageous for other countries which depend for 
iron and coal and other necessary things, upon other countries 
of the world. We m India like to make our country, as far as 
possible self-sufficient India is rather a continent than a 
country. It is also a fact that we have a large variety of climate, 
and a larger variety of raw-metetials than anywhere else. Our 
labour too IS not so hopeless as it is sometimes depicted to be 
by interested parties If we int roduce protection of a thorough 
going nature we can work up our raw rnTTerialsTufo finish'Sd 
piaducts-'^i here is”nb rwson why “we shoul3~not be able to 
produce ajl those goods which we import with a view to 
become-self -contained and self maintained. 

There are. perhaps, only four countries m the world which 
can become self-suffiang in this sense , namely, United States 
of America, Russia. India and China The first step towards 
self-sufficiency IS the encouragement to our industries, and for 
this we should give adequate and full protection to them. 

(iv) As long as hundreds of millions of our countrymen are 
unemployed, it does not behove us, as patriotic atizens 
of India, to countenance the sale of foreign products in the 
country. We should not ordinarily purchase articles of com- 
forts and luxuries ; but if we must, ^ey should be Indian made. 
We should try to encourage production of goods m our own 
country, so that our countrymen may not remain unemployed 
as they are at present- Fo r_^h ig it_u necessary that_hy-jiieans_ 
qI pra tgc tive du ty on fofeign'gggd s„ we ma ke imp orted goods stT 
dear thaTnoTmfian may like to^urchaseThein undef^rdinary 

.conditions. 

(v) Different countries of the world adopt different measures 
to encourage their industries. Dumping is very often resorted 
to by some It consists m increasing the price of the commodity 
within' the country of production and lowering it considerably 
m countries of export The aim is to rum the industry of other 
countries by means of price ratting. This results, for the time 
being, m raising the price of the commodity in the county of 
production, but it is, only for a short time. When the industries 
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of other countries are destroyed, things are allowed to take their 
’normal course. The price of the exported commodity in the 
exporting country is later on reduced, and that in the other 
country raised because now there arc no local industries to 
compete. In order to save local industries from this sort of abso- 
lutely unfair competition the only thmg that can be done is to 
imposea protective duty on the dumped article high enough to 
make it dear in the importing country. 

(vi) By means of protection, the wages of workmen' also 
increase affeTome rime This is one way of improving their 
condition Although general paces also rise in a protectionist 
country yet there is also a great increase in stages, and the 
balance of advantage remains with the workers 

(vii) Needless to say, if new industries are started in a 
country, they would giie increased employment to people, and 
the Government revenue will also \ery much increase on 
account of sdl round increased production, ^gh wages and high 
profits- 

Argnznents Against Protection. In the foregoing pages a number 
of arguments have been given m support of Piotecnon. It should 
not be understood, however, that there are no arguments against 
It. and there are no people even in India, wbo are not for free- 
'e. There are m India as elsewhere people of socialistic 
’ ' Some of them are national socialists, while others 

's- as intemacionaliscs The latter regard patriotism or love of 
country as a mediaeval trait of character- They are moreover 
not in favour of anything that has even a remote chance of 
helping the capitalists, or increasing tbeir mcome even though it 
may also benefit the labourers in the country, whose interests 
they represent They say that by the imposition of a protective 
duty on imports the prices of imported articles are raiseiASUdiat 
exten t. Tb e_-Pnces of home made articles also nse up tn tha t 
level- Cheaper commodities are kept out of the market, and 
dearer ones axe patronised The re«ult is that general consumers 
have to pay higbar pnees, the profits going to the producers of 
protected commodities The producers already rich are helped 
to become richer at the cost of general consumers, nho are 
usuallypoor and belong. to the laboutin^classes 

The argument is plausible ; but it needs to be closely scrutinis- 
ed ' In the first place what a consumer loses is gained by his ow n 
country . Even capitalists arc after all Indians, and many of them 
ate greater patriots than a large number of socialists themselves 
In the second place. _uhat is taken from the pockets of con- 
sumers. does not remain entirely, or e\en largely, with the 
capitalists. When prices nse on account of imposition of import 
duties, and profits of manu&ctucecs go up there is no reason 
why labourers also should not demand their share in this nse 
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in prices and profits- It they cannot secure any increment m 
their wages even when manufacturers make large profitsi it 
means that they are not very well organised, or do not under- 
stand their own interests. It is the duty of socialists who profess 
to espouse their cause, to organise the labourers and enable 
them to secure their rightful share in the increase of profits 
accruing to capitalists on account ot protection 

Besides, it is not al« avs necessary that with the imposition of 
a protective duty the profits of manufacturers should increase 
proportionateb. Wha t a pr otective dutj^veryjiften daes is-only 
to enable local manufa cturer s to continue to earn onIy~7IT^ r 
ncrnial profits and to save them irom being driven out of the 
held ot production by foreign roanutacturers who produce under 
highly advantageous conditions Moreover it it is discovered 
that Indian manufacturers, while themselves dc’-ning full benefit 
from a rise in the price due to the imposition of a protective 
duty, refuse to allow the deserved increment in wages to their 
labourers, public opinion should be organised against them. The 
Government can also take away a large slice of their income if 
It IS considered excessive Excess Profits Tax is a handi weapon 
in the hands of the Government to increase its own revenue and 
keep down the high profits of industrialists As a matter of fact, 
for a considerable time to come, we should continue to look at 
this question from purely Indian point of \ lew and on purely 
patriotic grounds. If some capitalists gain by protection and 
at the same time a large number of labourers also gam more ot 
less by a rise in wages, there is no reason why protection should 
not be recommended and insistently demanded- 

'Means of encouragiog Indian Industries Indian industries, 
both factory and cottage, can be encouraged in a number of 
ways. What is needed at the outset, is a sincere d -sire to help 
theii development and growth, even though it may ultimately 
injure English or any other interests 

(1) The first thing needed is a sutficicntly high tariff wall 
against those products wh’ch ate now imported from foreytu 
countries, but which can be produced in India with or without 
other assistance The duty^should be such that it gives adequate 
protection to the protected article and it should continue tor a 
period long enough to enable chose who invest theic capital, 
to earn enough for rerauncratmg them for the risk taken m 
investment. The mistake of the impositioa of an excise duty on 
the growing sugar industry, should not be repeated In this case, 
although the protection that was granted has not been reduced. 

; yet the advantage to those who had invested their money m 
the industry has been considerably reduced. Such sudden 
changes in the policy of the Government create a very bad 
impression. 
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(2) Industries can also be encouraged by Government by 
granting them free use of land either for the purpose of con- 
structing factories or for that of constructing quarters for 
their labourers. 

(3) Assistance can be given by lowering railway freights on 
raw materials required in the manufacture of articles, and also 
by lowering them on finished products when they are sent from 
the factory to different places in India There is a general 
complaint among Indian industrialists against the uorKing of 
railways. Railway rates have been so framed that they give a 
greater advantage to foreign than to Indian manufacturers. I^or 
example, goods that ate imported mco Lahore from London and 
reach their destination either »»a Bombay or tio Karachi, have 
not to pay so much in freight as goods that are manufactured in 
Bombay and Karachi and are exported originally from these two 
places to Lahore- In the same way, raw materials that are sent 
from the interior ot the country to any port of India for purposes 
of export to foreign counmet, ate charged less than when 
materials are sent to any centre m the country itself. This sort of 
discrimination in railway fneghts is almost criminal, and the 
sooner it is rigorously discouraged the better The policy of 
railways rn this matter should be entirely reversed- Encourage- 
ment should be given to Indian manufacturers, not to English or 
foceign ones 

(4) Much encouragement can be given by affording some 
financial fa cilities either through banks or directly A certain 
amount ot share capital of impoitant )oint stock concerns may be 
subscribed by provincial or local governments so that the 
necessary impetus may be given to the nov-ly established 
industry, and it may begin to command the confidence of the 
general public This is done in Germany by leading German 
banks; the Government also gives direct financial aid to the more 
important industries, 

(5) The Government of India can further encourage Indian 
industries by purchasing their store requirements from India. 
Inspite of rcpcatgE requisitions on the pact of Indian pohticians 
and Indian business men, large amounts of such purchases are 
even now made in foreign countries, especially England, It is 
only very recently, that the Government of India have begun to 
purchase articles of steel made by the Tatas 

<61 India still remains an unexplored region. 'Senou« 
attempts have not yet been made to form even a fair estimate of 
the industrial possibilities of the various Provinces of this vast 
country Expert committees and commissions should be 
appointed to find out and report upon the industrial possibilities 
of each province These reports, should be widely circulated, 
so that all those who want to invest their money in any of the 
industries may do it 
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(7) Subsidies and bounties can also be granted in the 
beginning if the case is considered deserving enough. 

Conditions under which protection is desirable in India. When 
it is said that Indian industries should be protected against 
foreign competition by means of import duties, and when 
arguments are advanced in favour of protection, it is never meant 
that duties should be imposed upon all commodities imported 
from foreign countries, indiscriminately. For cxamDlc, it v,ill do 
no good if import duties arc imposed upon articles which are 
almost impossible to produce in India at the present time, or for 
a considefable-tinie to come. Protection, therefore, should not 
be indiscriminate. Before imposing import duties on any article 
for purposes of protection, it should be very well examined 
whether it will do any good to the industry. It should not be 
forgotten that the imposition of a duty raises its price and makes 
it certainly difficult for poor consumers to purchase it. So, 
before taking any such step, which is certain to affect ad- 
versely the position of poorer consumers m the country, it 
should be carefully examined whether it is worth while to 
make the sacrihce. 

For going through such questions in their various details, a 
fiscal commission was appointed by the Government of India. 
ITexammed these questions very carefully and minutely and then 
submitted report making several useful recommendations, one of 
them was the constitution of a Tariff Board whose duty it was 
to examine every application for protection. This Tariff Board 
laid down that before granting protection to any industry 
it should be seen whethe^. satisfied the following conditions. 
Protection should be granted only when they are adequately 
satisfied, 

(i) ‘The industry should be a basic industry, and its product 
should be in great demand’. This recommendation means that 
only those commodities should be protected which are widely 
consumed and ate very important from the national point of 
view. Another idea underlying it seems to be that there should 
be the greatest good of the greatest number. Cotton wdostry. 
for example, would satisfy these conditions; so also iron, and 
many others 

(ii) The industry should be such that if by granting pro- 
tection to it the demand for the protected commodity increases, 
and it begins to be produced on a large scale, it may not at once 
begin to suffer from the operation of diminishing returns. On 
the other hand, it should be such that if after receiving this 
encouragement It begins to be produced in large quantities, and 
the scale of operations increases, increasing returns may come 
into Operation, and the price of the article may become cheaper 
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than before'. It means, therefore, that the commodity should be 
a manufactured article rather than an agricultural product 

' .(iii) 'The raw material necessary in the manufacture of the 
product should be available in the country in large quantity, so 
that there may » be no difficulty in getting it when the article 
begins to be produced in larger quantities’ 

(iv) The labour necessary for the working and management 
-of the industry should be available in the country itself so that 

It may not have to depend upon foreign management’- 

(v) ‘Capital necessary for t)ic industry should also be forth- 
coming in the country Itself. The industry should not depend 
for its capital upon foreign capitalists' By this the Tariff Board 
mean that protected industries should be purely Indian concerns, 
started with Indian capital tun and managed by Indian labour, 
using Indian raw-matenals, and ultimately depending for their 
market upon the country. 

^vi) 'The industry should be such that it has a big home 
market, so that it may not have to look to other countries for 
its sale’. 

(viil *As fat as possible, the industry should be of such a 
nature that after sometime it may stand on its own legs, and the 
amount of protection given to it in the beginning may be with- 
drawn after some time’. 

As for the last recommendation it ma> be mentioned that this 
has always been the pious wish of all those who recommend 
protection to industries on any ground whatsoever Protection 
to industries is given usually on the ground of nurturing them 
during the infant stage It is always hoped that after they have 
taken firm root the protection would be withdrawn But tins 
hope is never realised Whenever any attempt is made to 
withdraw the protection or to reduce its amount strong and 
influential people begin to evert themselves and the tariff has 
to be left undisturbed. This has been the case m America, 
Germany and elsewhere, and this is likely to be the result 
in India. 

Fair Trade. It is a modified form of free trade As its name 
implies, it gives a fair chance to different parties- For esaipple, 
if a ^certain country is flooded with a dumped article, it is 
nScessary to protect the home industry by means of certain 
duties, so that the home producers may not be at n disadvantage 
as compared to the producers of ocher countries For this reason 
a duty equivalent to the bounty given by a foreign country is 
imposed upon the bounty-led article This gives a fair chance to 
th home producer of the article. Again, if tor fiscal purposes an 
import duty is levied upon ‘goods imported into the country, 
then, in order to bnng the foreign producer and the home 
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producer on the same level* an excise duty of an equivalent 
amount is also imposed upon goods produced in the country. 
This is called fair trade. 

, Reciptocity. \vhen a country giants the same concession to 
another countrv in the matter of trading which it has received 
from the other,' it is known as reciprocity. Different countries 
give special concessions to some, and receive equally special 
concesions from others This is also knowm as the most favoured 
nation treatment. 

Retaliation If a particular country imposes an import duty 
upon goods imported into It from another and the latter, in the 
spirit of tit for tat imposes an equally high duty upon the goods 
of the former, the action is known as retaliation. 

Imperial Preference Even before the out-break of the Great 
War the position of England had become relatively less strong m 
the industrial sphere than it was a tew decades before Germany, 
Amfric.a, Japan, and also It<aly, had begun to compete with 
England m different mdustr>ol spheres During and after the 
Great War, England le.aliscd her w^^kness, the signs of which 
ha's begun to’appear since the beginning of the 20th century 

Far sighted statesmen wanted to bring together different 
members of the British Empire on a common basis by giving 
mutual preferences to one another ; but while demanding pre- 
ference from colonies, the British statesmen were not piepared 
to give any concession on goods imported from the colonies 
It was so because ^e policy oi Britain had for .a long time been 
that of free trade, and protection m any lorm what-so-cver was 
discouraged. But after the Great War the position became 
almost untenable and serious attempts began to be made to 
popularise the idea of Imperial Preference The idea underlying 
the scheme was to minimise tlic danger to England oi competition 
from other leading countries, and at the same time to secure 
large markets m Dominions and in India under favourable 
conditions and terms. 

The idea of Imperial Preference w'as not a new one In 1903, 
Mt. Joseph Chamberlain had recommended the adoption of 
Imperial Preference by England, but at the time there were 
very few in the House of Commons who w ere prepared to support 
Ais idea, and so the proposal had to»be dropped. After the 
Great War another attempt was made to induce the House of 
Commons to adopt this policy. During this intervening period 
conditions in the industrial world had so far changed that the 
atmosphere became favourable for the adoption of the policy. 

f\ , Lloyd George and_Mr Bonar Law supported the scheme 
which was adopted by the House ot“Ccimmons. This scheme 
gave perfect freedom to different members of the British 
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Empire to protect theit own industries agamst competition 
from abroad, by imposing ^equate protective duties on all goods 
imported into thc country. After protecting their own industries 
against foreign competition, including that of England and other 
members of the British Empire, some preference was to be given 
on goods manufactured by members of the Empire. Let us 
illustrate the point. 

Suppose, India considers a duty of 30 p. c. necessary on 
foreign piece goods for the adequate protection of her own 
industry. A duty of 40 per cent might then be imposed on cotton 
piece goods imported from all other countries, but on goods 
imported from England and Empire countries, the duty might be 
say, 30 per cent In this way, white on the one hand a preference 
of 10 per cent would be giv’en on goods manufactured by 
countries within the British Empite, adequate steps would also 
have been taken to protect the home industry, not only agamst 
goods manufactured in other foreign countries, but also against 
goods manufactured in the Empire countries. 

This was briefly the Imperial Preference scheme. India was 
.asked several times to adopt this policy, but every time the' 
Government and the people refused to accept it In 1903 the 
Government ot India expressed the view that ^ftom an economic 
point of view India has something, but not very much, to offer 
to the Empire, that she ha> very little to gam m re turn, and that 
she has a great deal to lose or to risk’. This viewn* was repeated 
by India’s representatives at the Imperial Economne Conference 
ot 1923. But in 1931, an official delegation was sent from India 
to Ottawa, w’here an Imperial Conference was going to be held, 
and the question nf Imperial Preference was also going to be 
discussed Mr . now Sir Sanmukham Chetty was appointed 
chairman of this delegation In this conference the Indian 
delegation accepted the policy of Imperial Preference and a pact 
known as the Ottawa Pact was signed by all members of the 
British Empire In virtue of this, India agreed to give a pre- 
ference of 10 per cent. There was a sharp difference of opinion’' 
on this question in the Assembly, but as it was only for 5 years, 
and after the expiry of that peiiod it could be terminated by 
any party, the Assembly, accepted it During the period of 5 
years that passed since the passing of the measure, different 
opinions were expressed upon.rL. But during, this period condi- 
tions in the country and in the world, w'cre uncertain and 
indefinite. So it is very difficult to give any definite opinion 
whether the country benefited by it or not 

In the year 1936 the question was again raised on the 25th of 
Match. On the 26th of March the debate on the Ottawa agree- 
ment took place in the legislative assembly. The then Commerce 
Member Sir Zafar UUah Khan announced that the GovernmenfK 
would accept the verdict of the Assembly on the Ottawa Agree- 
ment. A large number of amendments were moved by several 
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members- Dr. P- N- Banerji an important member and an 
eminent economist of Calcuttai said that the pact was the 
outcome of England’s post war efforts to rehabilitate her 
position, and that it was the culmination of that policy- With 
reference to the series of inspired articles by the Director of 
Commercial Intelligence, Dr Banerji pointed out that even that 
showed that the pact was more advantageous to the United 
Kingdom than to.India In her case the preference related to 
raw materials, which was a definite discouragement to her manu- 
factures, and the framers of the pact had ignored this important 
fact. What was needed was that India should be left free to 
enter into bi-latcral treaties ; for the Ottawa Pact stood in their 
way. Mr. Govmd Ballabh Pant said, among other things, that 
as a result of the Ottawa Pact, France, Japan, Germany, and 
other countries, had imposed duties on linseed, ground nuts, and 
certain other articles, in a retaliatory spirit Mr- Jinnah’s 
amendment, which was for terminating!the Agreement without 
'any delay, was earned in the Assembly by 70 votes to 65. 

The Indo-British Trad* Agreement. After the adverse 
Assembly vote on the Ottawa Agreement on March 30, 1936. the 
Government of India had no other option but to give six months 
notice of termination to the British Government- This was 
because the Government of India had committed itself to abides 
by the decision of the Assembly most probably under the con- 
viction that the Assembly would vote for the continuance of the 
Agreement Consequently, after their disillusionment of March 
30, the Government began to take a series of steps m an attempt 
to retrieve the situation to the best of their ability; and in this 
attempt they succeeded to a considerable extent. 

In the first place it was deaded that pending the conclusion 
of a new trade agreement with Britain the 1932 Agreement 
should continue in force The new trade agreement was not 
concluded till March 1939; so for about 2i years the old arrange- 
ments continued inspitc of the termination of the Ottawa 
Agreement ; and when the new Indo-British Trade Agreement 
was concluded in March 1939, it was not with the consent of the 
Assembly which voted against it, but under the certificate from 
the Viceroy f The fiscal autonomy convention was thus com- 
pletely thrown to the winds 

The new Agreement contains tlic provision, pieviously agreed, 
that only a certain margin of preference should be guaranteed 
without fixing actual rates of duties. Some other modifications 
were also introduced in the new Agreement which were consi- 
g^ered to be advantageous to the interests of India’s trade. Thus, 
while India’s exports to Britam continued to enjoy preference as 
before, the range of commodities imported from United Kingdom 
and eujoymg pteference m India "-as cons’deiably nanoved 
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down Generally speaking, however the new Agreement was 
not hailed with delight and e\en failed to secure the approval of 
important commercial organisations of the country. 

The present war that has now been going on for 
more than four years has rendered in apcrative and ineffective 
all such bilateral agreements that had been concluded in or 
before 1939. Such vast forces have been set loose by this Second 
World War that no one can prophesy what changes may not be 
brought about by them Not only the tutuic trade relations 
between different countries of the world are in the melting pot 
but the entire future — soaal, political and economic — of the world 
hangs in the balance With bated breath the woJd awaits the 
unfolding of its dcsrin]f 
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THE MECHANISM OF EXCHANGE 

CHAPTER XV. 

MONEY 

Definition. Keynes defines money as that commodity by the 
delivery of which debt contracts and price contracts are dis- 
charged, and in the shape of which a store of general purchasing 
power IS held. This definition can serve our purpose quite well, 
( So wcnowfprQcecd to discuss certain characteristics. 

' iLdiwacteristica of money. In the first place money is that 
umich IS acceptable i n e.xchange to every. o ne m a commu n ity. In 
the beginning It was accepted primarily because "tHc commodity 
of which It was made was useful to members for purposes other 
thanthat of money. It was only for this reason that cattle, 
wheatj salt* tobacco, skins of animals etc-, were adopted at diffe- 
rent times as money material. ‘According as a particular com- 
modity was regarded as more or less useful at a certain stage, it 
was adopte^as money material- This characteristic was of great 
importance 'as long as man had not sufficiently advanced in 
economic sphere. Irt modern times, however, it is not necessary 
that the money material should also be useful for purposes other 
than money, before it can be universally acceptable Now-a-days, 
the most important form of money is really paper money, which is 
accepted not because of the usefulness of the material, but be- 
cause of its legal characterr that is to say, money has to be 
accepted under the orders oythc State, irrespective of the use- 
fulness of the material that it is made of. It should not be for- 
gotten, however, that itis accepted even under orders of the State 
, only because people think that ultimately it can be convertible 
into that material which possesses a usefulness of its own. 
namely, gold or silver It this hope some how disappears, the 
yalue of money, mspite of the orders of the State would tend to 
fall and might ultimately become almost zero. So we conclude 
that the most important characteristic of/money is that it is 
universally acceptable in exchange to everv one 

Si The other characteristic which follows from the definition 
given above, is that money ran ffischarg e any obligj^tion that one 
person owe s^to ano ther.^ Debts can SeHis^arged aTbetween 
different people ; government dues can be paid to an unlimited 
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extent ; and the government on its part also discharges all its 
obligations by making payments in money. 


. The third characteristic is that nhocicr the person that makc^ 
a payment, he is discharged from his obligation after he has mad^ 
it. in such transactions importance is attached only to monfy 
and its payment, and not to the chameter or ether quality or 
attributes of the paj*er if money is good, the payment is good, 
whether one who pays it is good. bad. or indifferent. 

The last characteristic which is usually pointed out in this 
connection is that money is used for purposes of consumption; 
that is to say. it is not enjoyed in any other a ay. except through its 
exchanging work. This is nghtto a very gter^extent. but some- 
times we find people who enjoy money not so much foi ex- 
changing properties as for its mere presence’ The story of King 
Midas is a familiar one. Such people have abnormal mentalities. 
They count their money over and over again, and the ver>’ fact 
that they possess a large amount of money, gives them a peculiar - 
satisfaction greater, perhaps, than that which they get when they ^ 
exchange it in return for certain commodities of daily use. 
Such cases are not very common in modern world. and/Econo* 
mics does not take any serious notice of them A 

Functions of Money ,, a 

Money performs four functions ’ I, »>• * ’ 

'*^1. It acts as a medium of exchange. ■ 

It acts as a measure of value, or. as acotnraorC’^deno- /• 
minatot of value. 


^ 3. It acts as a standard for deferred payments, and 
^4. It acts as a store of v'aluc. 

The most important function of money is that it acts as a 
medium of exchange. This chamctcrstic of money brought 
about money economy in place of barter economy In every^ 
exchange transacaon.-'money must figure as one of the articles 
If we buy a commodity we do it in terms of money. If we sell 
anything we do it again in terms of money. In short, we 
cannot think of any exchange transaction without at the 
same time thinkiniL of money, also 


The second function follows imirediatcly from the first. 
When in every exchange transaction gjoney has to figure, 
it follows that it must be also used nsyh measure of value; 
that is to say, when we buy a certaip' commodity in terms 
of money, say, a chair, it means that we measure the value 
of the chair as equal to so many Rupees, When we sell a., 
commodity we again do it with reference to money. So,’' 
while money enters in every exchange transaction, it also 
ictves the puroose of measuring the values of different 
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commodities and different services. This is, therefore, the 
second important function of money. 

.The third function is really an extension bf the first. 
When/money acts as a medium of exchange tor cash tran- 
sactions, it must act as a medium for credit transactions too. 
Even for postponed payments, therefore, money has to act 
as a medium ot exchange ; which means that credit transactions 
also begin in terms of money and end with payments in money. 
Later on. we xvill find that for certain reasons some business 
and tradesmen find it more equitable to adopt a different 
method of making postponed payments* This is, however, only 
in very rare cases, and for certain special purposes^ In every 
day life, and m the vast majority of transactions, money alone 
acts as a standard for deferred or postponed payments also 

The fourth function is that it acts as a store of value. 
If a person’s income is greater than his expenditure, he likes 
to save and keep his saving either with him or with somei 
other institution, like ' a bank This store of value is also) 
kept m the form of money. It is/really not a very important 
function or a very distinct one^^ Although Rupees are the 
current money, yet there are many people who keep a store 
of value not m the form ot Rupees or their substitutess 
but in the form of gold or. usually m the iotm of gold orna- 
ments In China the store of value is kept in the form of 
silver In certain other countries the old type of people 
keep standard coins ot some other countries in their possession 
to utilise them m times of need. 

Sp^lal suitability of the precious metals. With the de- 
cline o^bai’cer, different people in different parts of the world 
adopted different commodities as money material. ’This was 
determined by the stage of civilisation reached by these 
different people. Some adopted skins or teeth of certain 
.animals as money material; others adopted cattle or wheat 
or other agricultural articles Lastly, however, gold and silver 
were adopted for this purpose. Keeping under consideration 
various functions that money has to perform, the money 
mateml aUn tojrit. cectain 

account of which it* may be in a position to satisfy all 
the functions attributed to it. On the basis of world-wide 
experience gold and silver were found to possess those properties 
which made them eminently suitable for serving as money 
materials. Those properties are given below. 

(1) Divisibility. The money material should be such 
that it might be du'ided into convenient size whenever needed 
2 *., for exchange purposes As both large and small coins are 
o needed, the money material should not lose its value when 
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divided or sub-divided. Gold and sdvcr satisfy this requirement 
very well, 

|2) IndeslruclibiUty It should be durable, because it acts 
as a medium of exchange, and has to change hands numerous 
times : and also because it has to act as a store of value 
and so has to be kept for a considerable time. It should 
therefore, be hard and strong and should not wear out soon. Gold 
and silver satisfy this requirement but only when they are 
mixed with a certain proportion of another metal. The 
alloy thus formed becomes very hard and Jevons estimated 
that a gold sovereign could last as a com for 800 years. 

(3) Stability. The value of money material should be 
stable that is to say. it should not fluctuate from time to 
time. One of the important functions of money material is 
that It acts as a measure of value. Obviously, it cannot 
serve this function satisfactorily, unless its own value remains 
unchanged, and does not fluctuate from time to time. If 
there are frequent fluctuations it would not be in a position 
to correctly measure the rmlues of other commodities and 
services. Although gold and silver even change in value after 
the expiry of relatively long periods, yet from day to day or 
within short periods their value fluctuates very little. One im- 
portant cause of this stability, in their value is that the 
quantity present in the world is so great that the annual 
supply, however large, does not produce any marked change 
m their total quantity or supply. 

(4) Portability. This is another requirement which a 
money material must possess As it is to be carried from 
place to place, it should be portable. As long as exchange 
transactions did not involve large sums of money, gold and 
silver served the purpose well enough. But now-a-davs large 
sums of money .are involved, and men find silver and even 
gold a cumbersome material to handle. For this reasoni. 
paper has begun to be used in place of gold and silver. 
Even paper notes arc sometimes regarded as unnecessarily 
cumbersome. Large payments arc. therefore, made by means 
of cheques — a system which will be discussed later on. 

(5) Utility. It should possess some utility of its own that 
is to say it should be demanded for its own sake irrespective of 
its use as money Gold and silver satisfy this requirement in a 
perfect measure They are used not only as money material, 
but are also used for other purposes, and in arts. A man 
who accepts in exchange gold and silver coins feels a sort 
of satisfaction in the belief that even if the coins are not 
accepted in exchange at any time they will be accepted b}^ 
any one in the form of bullion. Inspire of great developments 
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in monetary theory and practice throughout the whole world, 
there is still an idea that the money material, in terms of 
which all transactions are made, should be such that it 
Commands the conBdence of the general public for reasons 
other than that of its use as monej'. 

(6) Cognisability. It should be cognisable ; that is to say, 
it should be such that even an ordinary man may recognise 
it. In India, for example, there is what we call the fingering test 
for the Rupee. The sound of the Rupee is carefully marked, 
and It IS then determined whether it is genuine or not. 

(7) Homogeneity. Lastly, it should have homogeneity. It 
means that any part of a money material should be equal in 
value to any other part of an equal weight Gold and silver 
satisfy this requirement very well; indeed Any one tola of 
gold or silver, provided it is pure, is equal in value to any 
other tola any where in the world* 

Certain other terras have also to be e\plained in connection 
with money and minting 

Legal Tender* The money in terms of which a 
debt can be discharged according to the law of the country, is 
called legal tender In India Rupees and currency notes are 
legal tender. The legal tender money may be so either to 
an unlimited or limited extent Unlimited legal terder is that 
money in which payments upto any amount can be made* If, 
however, only limited payments can be made m terms of it, it is 
limited legal tender Rupees and currency notes are unlimited 
legal tender in India, and so are 8 anna pieces; but other 
subsidiary coins are limited legal tender to the extent of Rs. 2 
onlj’. 

Free Coinage. When the government of a country gives a 
right to the people to have bullion converted into the money of 
the land, under stated conditions to an unlimited extent, the 
system is known as free coinage. In India there was free coinage 
of silver up to 1893 Any body could then send a definite amount 
of silver to the mint and have it coined into Rupees under certain 
stated conditions* At that time. Rupees could be melted and 
converted into bullion and used as such In the same way bullion 
or silver ornaments could be converted into Rupees: that is to 
say, there was no difference in the face value of the Rupee and 
its silver contents. Now there is a great difference It is due to 
the fact that mints were closed in 1893 to the free coinage of 
Sliver. 

Standard of Money. The system that regulates internal and 
external monetary exchanges of a country is known as the 
■ standard of money. There are several standards usually discussed 
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iti books on Economics- Now, however, they arc only of 
theoretical interest, In rfre first Great War, radical changes 
were introduced in the monetary systems of the world. The 
present war will bring in its wake still more fundamental changes? 
What is given below is therefore, only of an academic interest, 
and not of much practical utility. 

Single legal lender system. In this system there is only one 
metal which is adopted as the money material All monetary 
transactions are earned on m its terms, and jf alone performs all 
functions of money. In European countries. England and 
America, gold was the single legal tender money. Even today 
most of these countries are m theory at least on a single legal 
render. 

Composite legal tender. When l-trger and stnallcr coins ot 
diffecant metals ace minted, one of them being unlimited legal 
tender while others limited legal tender, the system is known as 
composite legal tender In India, Rupees being unlimited legal 
tender, w'hile subsidiary coins being only limited legal tender, the 
system may be known as composite legal tender. The diSiculry, 
however, is that our standard com is not standard m the real 
sense of the term. It is a token com. that is to say, its intrinsic 
value IS much less chan us face value While its face value is 16 
annas, its intrinsic value is much less and during the present nar 
It has become very small on account of a great reduction in its 
silver contents 

The Gold Exchange Standard. When for internal purposes 
the money material is silver oi paper, but for external purposes 
gold is made available by the government of the country, the 
system is knoo n as gold exchange standard. This was the system 
prevalent in India till 1913 For purposes of foreign exch.angc. 
gold was made available by the government of India, while for 
Internal purposes, the silver rupee was the princioal coin, assisted 
by the currency note 

Gold Bullion Standard. When gold coins do not circulate but 
gold bullion IS made available in exchange for the current money 
of the country at a fixed ratio both for internal purposes, or for 
purposes oi loreign payments, the system is cahed gdid huYiion 
standard. 

Multiple legal tender system. When two or more coins of 
different metals form the standard of money m a country, all 
being unlimited legal tender and freely mintable, the system is 
known as the multiple legal tender system. When there ate only 
two coins of two different metals circulating in the country at a 
fixed ratio to each other, the system is called bimetallic 

The Quantity Theory of Money. The quantity theory of money, 
like the theory of population, js perfectly correct if regarded as 
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a general tendency. But if it is taken in a dogmatic spirit, and 
it.a sort of mathematical exactness is sought to be given to it, jt 
will not serve any useful purpose, but may only create confusion 
m public mind. Taken as a general tendency, the Malthusian 
theory of population is fairly correct; but if geometrical and 
arithmetical progression are strictly interpreted it falls to the 
ground. The same is the case with the quantity theory of money. 
If it IS taken to denote a general tendency, it is right, and helps 
to clear a number of things, which are generally not clear. But 
if an attempt is made to give it mathematical exactness and 
infallibility, it will have to share the fate of the Malthusian 
doctrine of population. 

The quantity theory is very simple It is an extension of the 
general theory ot value to the case of money. It says" that if the 
quantity of money in circulation increases at any time and other 
things remain, the same, its value will fall to the extent of the 
increase in its supply- O.i the other hand, ,if. its quantity 
decreases, its value will rise correspondingly. Stated as such, and 
without giving any mathematical formula to explain and illustrate 
It, the theory is correct enough; except that the proviso, other 
things retuaming the same, is not found possible in actual 
practice. When the quantity of money in circulation increases, 
other things cannot remain the same. It is. therefore, idle to 
expect or suppose that which is not practicable We may how- 
ever, .gradually introduce changes m other things also, along with 
a change in the quantity of money, and may then try to under- 
stand Its effect. 

In the first place we should remember that all paper money 
is expected to be based on metallic money- If the quantity of 
metallic money increases, the quantity of paper money also would 
increase in proportion to it. On the strength of metallic money 
or Government securities currency notes arc issued and bank 
-tcdits created- So, when there is an increase in the quantity of 
metalic money the quantity of paper money and bank credits 
would also increase proportionately This means that there is 
an intimate relation between metallic and paper money 

In the second place wc have to remember that the important 
function of money is thatj^aalit at^ exchanges: that is to say, 
it figures in every exchange transactioiTtakihg^acc in a country. 
If a money piece, a Rupee, exchanges hands ten tunes in a day. 
It is the same thing as if ten Rupees changed hands only once in 
the course of the day. So we can safely infer that the number 
I of times a Rupee changes hands, has the same effect as an 
^ncrease in their number. So an increa’^r in the rapidity of I 
Circulation of money has the same effect as an increase in its| 
quantity. Nov/ we have two important factors; one. the quantity | 
of metallic a nd caper money, the other, ths.^anidity of circulation 
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of metallic and paper money. These two things perform the 
same w ork that m^ney has to do 

But what is the work that money, assisted by Its rapidity, has 
to perform‘d It is nothing else but to facilitate the exchange of 
commodities and services. We have, therefore, to find out the 
amount of work that money has actually to perform. If this 
work is rauch^^e demand for money wiH be large; if It IS little. . 
the demand for money will be small Consequently, if the 
production of wealth in a country during a particular period is 
small, and the same is the case with the production of services, 
the demand for money wiU not be very great. If, however, at a 
particular time the production of wealth and services increases 
considerably on account of great trade activity, the demand fer 
money will correspondingly increase 

Wc have now before us both the supply and demand side of 
money. The supply of money means its quantity together with 
Its rapidity of circulation The demand for money means the 
amount of wealth and sen ices produced in a country which, 
require exchanging If the supply of money is much m relation 
to the demand for it, its value will fall; on the other band if the 
demand for it is greater relatively to its supply, its value will rise. 

Let us explain further the meaning of the phrase 'rise and 
fall in the value of money • It may be asked what measures the 
value of money when money itself is a measure of value. The 
answer is that }ust as money measures the value of other com- 
modities and services, m the same way other commodities and 
services measure the value of money. For example, if a Rupee 
usually gets in exchange for itself ten seers of wheat, but at a 
particular time it begins to get fifteen seers, it means that the 
value of the rupee in terms of wheat has become one and a half 
times as much as it was before. It it begins tu get instead of ten 
seers only five seers of wheat, we can say that the value of t bq. 
rupee has become one half of what it was before m terms ^ 
w’heat So wc find that just*as the Rupee measures the value of 
wheat, the latter also measures the value of the Rupee. As with 
wheat, so wuth other commodities and services- It is therefore, 
quite correct to say that all commodities and senuces combined, 
measure the value of the Rupee So. when wc say that the value 
of money rises, we mean that it can get a larger number of 
commodities and seivices in exchange for it; or thatits purchasing 
power increases If W'e say that the value of money has fallen. 
It means that the amount of commodities and setviccs that money 
can get has become less ; or that its purchasing power has fallen. 

The theory thus becomes merely a demand and supply theory* 
without any great difference mits essential details. A formiJ *» 
in the form of an equation is generally given in order to illustrate 
the Quantity theory of money. Fisher, the eminent ^meiiran 
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economist, has done much to popularise the mathematical side 
oTtRts^heory. ^ 

The formula is given below,, as it may be of some interest to 
those readers who are of of a mathematical bent of mind 

One side of the equation is the quantity of money both 
metallic and non-metalhc, together with their respective 
efficiency, velocity, or rapidity of circulatirn. The other side is 
the quantity of aggregate commodities and services that are 
exchanged in a country for money together with their respective 
prices.' So, on one side of the equation we find the money 
power and ofi the other, the money work This money power 
must be equal to the money work- 

M represents the quantity of metallic money, aud V its 
velocity. M' represents the quantity of non metallic money 
representing paper money and other credit instruments which 
perform the work of money, and V' the velocity or efficiency or 
Rapidity of circulation of this non*metalIic money. Thus the total 
.noney power in the country at any time may be lepresented by 

MV+M'V' 

This IS one side of the equation. 

On the other side, there 15 money work to be done by money 
' power. This money work is represented by the quantities of 
different commodities and services that are going to be exchange- 

ed for money at different prices. If q.q'>q" represent 

the quantinesr ot these commodities or services, and p.p'.p" 

represent the different prices at which they are to be 

exchanged, then the total money work to be done in the country 
at a particular time may be represented by pq+p’q'+p''q" + 

This may be represented in mathematical language by < pq 
which simply means the sura of pq + pqM-p'q” etc.. Now if all 
L."'Cimodities and services are represented by T, and their prices 
byP, then the other side of the equation becomes simply PT. 
The two sides of the equation will now read like this 

MV+M'V' = PT where P stands for general prices and 
T for total quantity of goods and senuces, or, in short, Trade- 

We have now the complete formula before us, and by proper 
manipulation and arrangement we can show how the quantity 
theory of money actually works. We may either say 

that MV+M'V' = PT ... ... (1) 

\tcltMV+NVV' -=P 


T 


.. ( 2 ) 
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The formula in its second formi indicates that P, that is to say, 
general price, is directly proportional to M and V, M' and V' ; 
which means that if the quantity of metallic money or its velocity, 
or non*metallic money or its velocity, increases, general prices 
also increase. We find in actual practice that it is generally 
correct. But P is inversely proportional to T, which means that 
if T increases, P decreases, and if T decreases P increases. Again, 
we find that this conclusion also is generally correct. We find 
that if trade activity increases, that IS to say, if the demand for 
money increases, but its supply does not increase, then general 
prices tend to fall. On the other hand, if trade activity decreases, 
that is to say. if the demand for money decreases, and so the 
supply of money happens to exceed the demand for it, then 
general prices rise. 

Fisher has given ample illustrations from history in support 
of his theory; and as conceded in the very beginning of this dis— 
cussion the theory when regarded as an extension of the general 
theory of value proves very helpful in understanding some veryv 
complicated phenomena connected with prices. There was. for^ 
example, a general rise in prices in the whole of Europe when 
silver began to pour into this continent after the working of 
silver mines in America by Spanish explorers. There was a fall 
in prices after this influx had' subsided and the population of 
Europe had increased Once again there was a sudden use in prices 
m gold using countries of Europe when Australian and Californian 
gold began to be imported near about 1844, and an equally sudden 
fall when the flow of this gold abrupriy ceased after ^e exhaustion 
of the gold mines In the first decade of the 20th century when 
gold mines “were discovered m Transval, South Africa, general’ 
prices in Europe again began to go upwards. ' During the last- 
Great War when all countries increased the quantity of paper' 
money and the intimate connection between metalhc money and 
paper money was broken due to the exigencies of the war. general 
prices shot up to a great height. It was only a few years aftSv^ 
the war that prices began gradually to come down. 

How general prices arc affected by an uncontrolled supply of 
inconvertible paper money was demonstrated by the unimagin- 
able .fall in the value of the paper mark in Germany after her 
defeat m the Great War, How a financial panic which usually 
brings m Its wake a sudden contraction of credit, can cause a 
phenomenal fall in prices was demonstrated by the great fall in 
prices during the serious depression of 1929-30 and after. The 
present war has shown to the peoples of the world in general and 
to Indians m particular how a disproportionate increase in the 
quantity of money (inconvertible paper money) raises generaL 
prices. But when all is said, it is better to regard the theory as^a 
very useful equipment for qualitative analysis, not for quantitatiVe 
meaturement 
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, PAPER MONEY. 

How the need for Paper Money arose. The various standards 
of money have been explained in the foregoing pages. They are, 
or have been, in use in different parts of the world at different 
times. So much progress has now been made in monetary affairs 
that metallic money has lost a great deal of its importance. Paper 
money has now begun to play a very prominent part in facihtating 
exchange transactions. Nominally, even today gold and silver are 
used as standards of value but for all practical purposes paper 
money now performs the work that metallic money used to 
perform in the last century, and paper money is now the main 
medium of exchange. 

There was a time when gold and silver were used as important 
money materials not only as standards of value, but also as 
actual media of exchange. Then gold and silver mines played a 
very important part in the monetary history of the world If 
^morc mines were discovered, more silver and gold could be 
produced and sent to different parts of the world. As the precious 
metals were used almost 50 per cent for monetary purposes and 
50 per cent in arte, whenever new mines were discovered the 
quantity of money tended to increase; but when these mines were 
exhausted, the quantity of money, gold and silver, also tended to- 
decrease People were highly pleased when gold or silver mines 
were discovered, and grew anxious when there was a likelihood of 
of their exhaustion. 

During all these years attempts continued to be made by 
businessmen and economists to find out a substitute for gold 
and silver, so that the money of the country may not have to 
depend always upon the output of mines which was an uncertain 
factor. They wanted to find out means so that they may be able 
to regulate the quantity of money within the country independ- 
ently of, the vagaries of the precious metals. Ultimately their 
efforts succeeded. A paper substitute was discovered for money 
and It gradually developed and was perfected by them This 
was paper money- 

W’e need! not enter into tfic fii'story of paper money, ft was 
used in one form or the other, first by ancient Indians, then by 
the Chinese and lastly by Europeans. It became popular from 
the 18th century, especially in England. At present. Govern- 
ments of different countries, cither directly or through a central 
bank, control the quantity of paper money which is used as a 
substitute for metallic money, and has in recent times almost 
entirely usurped its place. However, even today, gold and 
y^jlver continue to form the standard of value, and paper money 
is accepted today ostensibly in the hope of its ultimate converti- 
bility into some form of metallic money. 
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Convertible and Inconvertible Paper Money. Paper money 
■winch is convertible into loetalhc money on demand is calUd 
Convertible Paper Money. Ctirrency Notes in India till quite 
recently and Bank Notes in European countries till the outbreak 
of the last Great War could be quoted as examples of Con- 
vertible Paper Money. Inconvertible Paper money is that which 
is not convertible into metallic money on demand The question 
arises how is it possible for inconvertible paper money to 
circulate at all, and why do people accept it in exchange for 
their commodities and services'^ The answer is that there are 
many things which have to be done by residing in a 

State in obedience to its orders whether they like them or not. 
When paper money 13 made legal tender and there is no other 
money arculating m the country, except the inconvcitihle paper 
money, people find themselves compelled to accept whatever 
money is offered to them by the government, Their only 
satisfaction is that others also have to do exactly as they do. 
They also possess confidence in the stability and integrity of their 
government. Even if paper money is not convertiblei they^ 
continue to accept it as long as it continues to be accepted by 
others m exchange for their commodities and services. 

If the government is wise enough, it will not let the quantity 
of'inconvertible paper money increase to a Urge extent, that is to 
say, fat m excess of the demand of the people for it. If govetn- 
tnenta keep the supply of mconveitiblc paper money restricted 
within limits, Its value will not fall. Its purchasing power will 
remain much on the same level as that of metallic money and it 
may then be regarded as good as convertible. But those 
circumstances which make it necessary for a government to issue 
incovertible paper money, also compel it to increase its supply 
in excess of the demand of the community. If it is done 
to a lesser extent the evil wiU be less; the value of in- 
convernble paper money will not fall very largely; 
however, the government loses all control over its ifinances, 
and goes on issuing inconvertible paper money for meeting 
its ever growing needs, the value of this paper will continue to 
fall and may at one time become almost ml. This happened in 
France during the French Revolution in the case of the Assig- 
na'cs. atii in America aiccr ^ne Ovii war in ^ne case lA 
Green Backs ; also in Russia after the revoultion of 1916, and 
in Germany in 1921, 1922 after the signing of the treaty of 
Versailles. India is also suffenog from the evil effects of a 
senous rise in general prices whidi is due in a large measure to 
the issue of inconvertible paper money. 

Paper money is now inconvertible in practically all countries of 
the world. This means that die holder of the paper note 
cannot get in exchange gold or silver money which Jt pretends 
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to represent. For this reason the value of money has fallen to a 
greater or lesser extent in various countries of the world and 
general prices have correspondingly risen. 

Covered and Fiduciary. When paper money is convertible, 
a certain percentage of it is issued against metallic money, while 
some portion is issued against government securities. That 
portion of It which is issued against metallic money, is called 
covered ; while that which is issued against securities is called 
fiduciary. , 

Application and Depreciation. When the demand for money 
is greater than its supply there is a rise in its value 
This rise is called appreciation. On the other hand when its 
demand falls in relation to its supply, there is fall in its value. 
This fall IS called depreciation. 

Inflation and Deflation Whari-j n^re p a per money is issued 
Jay the gove rn ment t h en there is a dmand ~for~it7the p heno~ 
roenon _is' called _jntlati_Qii.; on the other Hand wfaeir~a larg e 
JargpuTnT of paper money i^withdrawn from circulation and there 
IS consequen tly a. reducuon in the quantity of money, the pheno- 
menon is ^le a deflation. The result of an inflation of money 
is “de^ciation in us value, while that of deflation is an appre- 
ciation m Its value Th'e terms inflation, and deflation, deprecia- 
tion and appreciation, are relative and have reference to both the 
quantity oi money in circulation and the demand for it. 

The efleew of jnflafion or deflation are diSere^it on different 
classes of a community. Let us take inflation- When there is 
an increase in the quantity of money, and consequently, a general 
rise in prices, different classes of the community are affected 
by this rise differently. Those who have fixed incomes like 
government servants, teachers, landlords receiving fixed rents, 
pensioners and so forth arc affected adversely. While their 
incomes remain fixed, the prices of commodities and services go 
up, with the result that they cannot get m exchange for this 
fixed income as much of other commodities as before the 
inflation. Those whose incomes are not fixed but are variable, 
for instance traders, manufacture rs and agcicu l^nstis. gam_iy. 
inflation Owing to a rise m the prices of cornrnbclrtles in 
gener^, there is also a rise in die price of those which they pro- 
duce. It is a common principle, very well known to economists, 
and also to practical business men. that wages always lag behind 
prices, It means that when prices rise, wages also rise, but not 
to the same extent as the former On the other hand, when 
prices fall wages also fall, but again not to the same extent as 
prices- Consequently when there is a riseln prices on account 
of inflation, the manufacturers get increased prices for the 
commodities that they produce, but they have to pay less wages 



276 


M02?EV 


proportionately to a rise in prices Also the price of taw ma- 
terial in their stock and that of the finished product not yet 
sold goes on using with every nse in general prices. The pro- 
ducers of goods are therefore bencfitted considerably and earn 
huge profits during the period of inflation. This is exactly what 
IS happening in India to-day. 

Creditors as a clan's suffer when there is a rise in general 
prices, They lent money at a time when its purchasing power 
was high, but notwithstanding a fall m its value they have to 
accept the same number of rupees as they had advanced some 
time back to the debtors They know that the purchasing power 
of money that they now receive is much less that what it was 
at the time when they had lent it to the debtors, but they cannot 
help it. Debtors, however, gam by a rise m prices Thej 
borrowed money at a time when its purchasing power wa*s high, 
but they pay it back when its purchasing power is very low. 

Index Numbers.*^ A close study of general price movements in 
a single country or in the world at Urge, of their causes and 
curesi has become very important m recent times As long as 
metallic money gold oc silver or both, and paper money inumate- 
ly related to this metallic base, formed the media of exchange, 
the general price level though not stationary did not fluctuate 
very much The output of ^old and silver mines violently 
increased and decreased several times, and certainly caused 
inconvenient disturbances in the monetary world and so m the 
general puce levels ; but as this increase in the output of mines, 
and of the paper money definitely based upon it was controlled 
by the ultimate limited capacity of mines, and by the rigorously 
followed practices and monetary policies of the Central Banks of 
the world, the crises subsided and then passed away without 
causing any serious havoc When by an accidental combination 
of circumstances the pnee of silver fell considerably between 
1870 and 1890, France and a few smaller countries gave up 
bimetallism and India closed the silver mints. When again during 
the last Great war by an equally accidental combination of 
circumstances the price of silver began to rise relatively to gold, 
lilver exchanges were raised and accumulated silver was 
demonetised or melted and the crisis was got over. Such dis- 
turbances though serious, were not man made, and so passed 
away m the ordinary course. No one could suspect any design or 
carefully laid out plot on the part of any one to rob or injure 
any other. They were regarded more or less as natural occurrences, 
as events which must happen and which must be faced by all 
combined- 

But things have now completely changed. Metallic money, 
gold or silver, has now ceased to circulate. Paper money, that 
was at one time intimately related to the quantity of metallic 
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money m the reserves of the Central Banks or Government 
treasuneSj has now become free from all such restrictions. 
Currency in all parts of the world has now become ‘managed’ 
and so have the exchange rates as between different parts of the 
world. Poheies are laid down by h few financial experts and the 
country has to submit to them. The quantity of paper money 
may be increased in any country w'henevct the experts so decide 
and the monetary rules and regulations are accordingly amended 
to fit in with the changed pohey- At what price a certain com- 
modity would be available to people depends not only upon the 
conditions ol the demand for and the supply of the commodity 
concerned, but also upon the general level of prices prevailing m 
the country at that time. This depends upon the quantity of 
circulating media which is determined by a few experts. The 
repercussions of a general rise or fall in prices upon different 
classes of a community have already been briefly pointed out m 
preceding pages. Thus it is obvious that the weU-being or 
otherwise of a community is now not so much m the hands of 
individuals themselves as in those of a few so called experts. 

When conditions have become so unstable, and monetary 
changes affecting economic and social well'being of millions of 
people 50 frequent, ic is very essential to devise some mechanism 
whereby these changes in price levels with their effects upon the 
welfare of various classes may be carefully and accurately 
measured from time to time to make comparisons and draw 
inferences therefrom. The main purpose of the study of 
economics being to increase economic welfare of a community 
as an important part of general welfare, it becomes very essential 
to measure and compare it from time to time. If a certam 
person’s income increases by 50 p c. but the prices of all those 
commodities and services that he has been consuming and using 
foe a long time go up, by say, 75 p. c , his general economic 
position will have really deteriorated- This sort of study is 
of very great use and interest, and to make it possible and 
fruitful the device of Index Numbers has been devised and 
perfected. By this method not only can the true economic 
position of an individual or a class of individuals be determined 
from time to time, but adjustments that are found necessary 
can also be made. 

When a certain person lends a sum of money to another for 
a stated period he expects to receive back the same amount 
that he now advances. His expectations are based on the assum- 
ption that the value of money, or its purchasing power, 
would not change in the meantime But we know that this 
assumption is not well founded. For very short period this may 
be correct ; or if nothing untoward happens, it may prove to 
be correct even for comparatively long periods. During the 
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selected and S^e a fe* °f money. 


J'or a: Z~ ^'■engea STe y"» ^ 

Selected 3 few ror.^ ®ofinoney. 

tTe^pHjs'dS?r„el." 

e rife“''or"fSf f °r ' ™oney,T •.’'<>>^^ 17, 1 - '‘e «?e 

~-:«.^^;sS3S^is£= 

Prices m Base V^- /««- 


atr 

jOjinary cloth 
Stllen cloth 

Woodier'”"’ 

Oil 
Pulses 
Meat 
Bicycles 
Cigarettes 


-V., price 
rtces in Base Year 1039, 

Per Rupee 


^0 seers 
1 seer 
6 as 

fS seers 
Rs 2 
i2 as 
fz mds 
B seers 
o seers 
o as 
Ra 50 
d as 


». yard 

’• Rupee 

' yard 

• yard 

• Rupee 
’ Rupee 

Rupee 

Seer 

Unit 

Packet 


By simple 


100 

100 

100 

100 

100 

100 

100 

loo 

100 

100 

100 

100 



ELEMENTS OP ECONOMICS 


273 


arithmetical calculation -we should then enter against each price 
the percentage rise or fall in 1943 as compared to 1940. This is 
how we should proceed. 

Prices in lDi3 v:ilh (Ae percejrfajc tncf cose or decrease. 


Wheat 

3 seers 

Per Rupee 

333*3% 

Ghee 

4 Chhataks 

,, Rupee 

400% 

Ordinary Cloth 

12 as 

.. yard 

200% 

Salt 

12 seers 

,, Rupee 

133 3% 

Sdken Cloth 

Rs 8 

„ yard 

400% 

Fine Cotton Cloth Rs 2*4 0 

.. yard 

300% 

Wood fuel 

20 seers 

.. Rupee 

300% 

Oil 

1 sect 

,, Rupee 

300% 

Pulses 

3 seers 

,, Rupee 

266 6% 

Meat 

12 as 

„ Seer 

200% 

Bicycles 

Rs 160 

„ Unit 

300% 

Cigarettes 

4^ anna 

„ packet 

150% 


A glance at the above Bgutes would show that while 
some commodities register an increase of so much as 400 p c. 
there are some that have increased only by 150 p. c. This 
is not surpnsingi where a large number and variety of articles 
U selected for comparison range of percentage differences 
would be found to be wider still. As an individual's econ* 
omic position is affected not by purchasing any one commodity 
but by purchasing a very large number, we should now 6nd out 
an average increase in the pnee of all commodities. This 
is. of course done by adding up all the percentage increases 
or decreases (in the present illustration there are no decreases, 
but there might be some in any other, or at another time) 
and dividing the total thus obtained by the number of 
commodities selected In the present case this total comes 
to 3283’2. So dividing it by 12, the number of commodities, 
the result is 273*6 which shows that general prices as re- 
'presented by- the above commodities have gone up by 173*6 
p c or have become almost 2f times to prices in 1939 

This is one method of striking out the average and 
IS called thfi suiujle acithmetical tncri 2 nd.> Tha Qthei wb.icb.x's, 
adopted at certain places is known as the method of weighing. 
It IS contended by the supporters of this method that all 
commodities which figure m a person’s consumption are not 
equally important from the point of view of expenditure 
involved. The consumption of salt, for example, does not 
cost an average family mqre than Rc. 1 pet month; but the 
consumption of wheat or ghee, cloth or milk, may cost any 
thing between Rs 20 to Rs 50 per month To give the same 
j^mportance to a rise or fall m the price of salt as is given 
to that in the price of wheat oc ghee is obviously not 
correct. If the price of salt becomes five times as much as it 
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was before, it would mean an increased expenditure only of 
Rs.' 4 to the head of a family, but if the price of wheat or ghee 
becomes even twice as much it would mean an increased ex- 
penditure of anything between Rs 20 and Rs 50 It is suggested 
therefore, that different commodities should be “weighed" in 
accordance with their relative importance in the budgetary 
amount of consumption of a cectam person Thus if only 
Re 1 IS spent usually on salt. Rs 10 spent on fuel, Rs. 
20 on wheat and Rs 30 on Ghee, then salt should be treated 
as one commodity, fuel as 10. wheat as 20 and ghee as 30 
commodities If we redraw our list keeping the point in 
View, It would appear as under — 


Wheat 


100 X 

20 

_ 

2000 

Ghee 


100 X 

30 

— 

3000 

Ordinary cloth 

100 X 

20 

— 

2O0O 

Salt 


100 X 

1 

— 

100 

S. doth 


100 X 

10 



1000 

F C. Cloth 


100 X 

10 

— 

1000 

Wood fuell 


100 X 

10 

— 

1000 

Oil 


100 X 

4 


400 

Pulses 


100 X 

8 


800 

Meat 


100 X 

4 

... 

400 

Bicycles 


100 X 

2 

— 

200 

Cigarettes 


100 X 

8 

— , 

800 



100 X 

127 


12700- 127“100 

Corresponding 

to the redrawn up list above, the other list 

after noting down the 

increase or decrease 

m the respective 

prices would stand 

as follows*— 




Wheat 


333-3% 

X 

20 — 

6666-6 

Ghee 


400% 

X 

30 — 

12000 

O cloth 


200% 

X 

20 - 

4000 

Salt 


1333% 

X 

1 — 

133 3 

S. cloth 


4000% 

X 

10 — 

4000 

F. C. cloth 


300% 

X 

10 — 

3000 

Wood fuel 


300^; 

X 

10 - 

3000 

Oil 


300% 

X 

4 — 

1200 

Pulses 


2666% 

X 

8 — 

2132-8 





•t, — 

m 

Bicycles 


300% 

X 

2 - 

600 

Cigarettes 


150% 

X 

8 - 

1200 


Adding the figures in Column 3. and dividing by 127, 
the ‘number of commodities assumed after weighing, we get 
the 6gurc 304 98 or roughly 305 (38732— 127=304.98). This 
means that by changing the method of taking averages t^ 
'result has-been modified appreciably. While the previous 
method indicated a use in general prices by 173’6 p. c- the 
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new method indicates a rise by 205 p c. This is an increase 
of about 32 p c and cannot be easily overlooked- In any 
case, whatever the method -adopted, we get an approximately 
correct idea of the extent of the rise or fall in general prices 
or of the fall or rise m the purchasing power of money. 
Having formed t his idea, or having made the exact calculations 
on the basis previously agreed upon we can proceed to utilise 
the knowledge thus obtained in either forming an accurate 
estimate of things around us. or m even making necessary and 
desired adjustments if circumstances permit. 

Uses of Index Numbers 

To illustrate the uses of Index Numbers let us first suppose 
that a certain person lends Rs 500 to another person in 1939. 
The other person after keeping the money with him for four 
years returns it in 1943. According to the ordinary terms of 
contract as noted down in a Pro-note the borrower had to repay, 
besides the agreed interest the same amount of money that he 
had borrowed and that he has done But has the lender received 
back in principal the same value that he had lent. The answer 
must be in the negative A glance at the Index Numbers as 
given above would show that about Rs 300 would purchase the 
same amounts of commodities in 1943 as Rs. 100 did m 1939. 
According to this calculation the lender of Rs- 500 in 1939 would 
get back the exact value in terms of commodities only when he 
18 paid back Rs. 1.500 instead of Rs. 500^ This docs not happen 
in ordinary cases and circumstances. So we conclude that if there 
is a general rise in pnees. the lenders suffer while the borrowers 
gain. 

Again let us suppose that the wages of a certain class of 
labourers were Rs 20 per month in 1939. but m 1943 these 
labourers have begun to receive Rs- 40 per month instead of 
Rs. 20. To all appearances it is a great gain. It might begin 
to be said that the economic position of this class of labourers 
has improved a great deal, their income having become double 
of what It was in 1939. But a second thought would show 
^at this inference is erroneous. While the income as measured 
in terms of money has gone up by 100 p c , the prices of 
commodities , that these labourers consiftne and. therefore, 
their expenses have gone up as shown by the Index num- 
bers, by about 200 p c Their economic position instead of 
improving has really deteriorated and they find themselves 
much worse off with double their previous income than 
they were before the general rise. 

The economic position of labourers and of all Q?pes of 
people can be compared from time to time and correct in- 
fcrences drawn when not only ihe changes in their incomes 
but also those in their cost of living are carefully recorded 
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and compared- In the present dynamic state of society 
Inder Numbers play a very important part in mating correct 
comparisons and inferences possible. It should be noted 
in this connection that the Base year selected should 
be one that either just precedes an event of great historical 
importance, as the year 1913 being the year just preceding 
the last Great War. or the year 19^ being the year of the 
present World War ; or it should be one when general economic 
conditions have been normal. The second point worth 
consideration is that the larger the number and variety of 
commodities selected for Index Numbers, the more correct 
would be the result Along with cotamodiiies, certain important 
services arc also included as for example Railway and 
Tramway fares, house rents, services of domestic servants, 
medical men, teachers etc. The inclusion of these sendees in the 
list makes it look more realistic. The thud point is that whi'e a 
general index number has its uses it becomes necessary to frame 
speaal Index Numbers by including some that are used and not 
including other commodiaes that ate not u«ed by certain classes 
for which these Index Numbers are framed. If, for example, it 
IS intended to find out the economic position of village cultivators 
in India in 1943 for the purpose of comparing it with that m 
1939 For this purpose certain Commodities and services ate 
meant to be selected. It nould be of no use in this case to 
include in the list commodities like motor cars, electnc fans, furs 
silk or woolen cloches! and services like those rendered by Tram- 
ways and telephones Lastly all prices both in the Base yeat and 
the year of comparison should be correctly noted and care 
shoidd be taken not to mix up wholesale prices with retail 
ones The Index Numbers should either be for wholesale 
prices or for retail prices 

Gresham's Law aad its limitatioas. — There is a -general tend- 
ency among people, especially children to keep back fresh and 
new coins when they ate received by them and to pas son those, 
that are old or ditty to others in tbcir daily transactions This 
psychological bias results in the mote dirty and the more worn 
out coins circulating freely, while new and fresh ones are kept 
back for a longer tupp If it were possible and permissible to 
keep back fresh and new coins for longer periods or to use them 
'Ufianrw’sisf'iu'aircfoTUinivy 'uut*wudd»'SW5'uiIi>- tlih Tnih'wuni 'oUr 
coins in the market while fresh ones would remain either in cash 
boxes of people or in the petty money bags of children and 
women or in the melting pot. It was this tendency of human 
nature which was carefully observed by Gre^faam and then 
enunciated in the form of a law. known after him- The Jaw 
sirop ly_states jhat bad ^ loney dnves out good money from 
,CirCllUtlOn;__^ 
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It should be understood carefully what is meant by good and 
bad money. Worn out and old coins are bad as compared to 
new and fresh ones Therefore if both fresh and old coins are 
thrown into circulation side by side, new ones would be kept 
back for as long as possible or even melted if thej are full 
•weight and standard coins, •while others would be passed on in 
the course-of exchange transactions. In the market, therefore, 
very few good coins but many bad ones would meet the eye - 
This'ir'calledthT^rsrap'^lication ot Uresham's law. 

As compared to metallic money, old or new inconvertible 
paper money is bad. If, therefore, both inconvertible paper 
money and metallic money arc put into circulation side by side, 
paper money will drive out metallic money from circulation 
When both are legal tender, every one would like to pass on to 
others that which he considers to be less valuable than the other. 
This is the third application of Gresham’s law, the second 
will be explained after discussing Bimetallism 

There is one important condition or limitation of Gresham’s 
Law. It IS that if the quantity of money in circulation is in 
excess of the needs of the society, only then will bad money 
drive out good money from circulation, othetwise not. Let us 
suppose that the need of a particular community at a particular 
time is for fifty million money units, paper and metallic, taken 
together. If fifty five milbon units are thrown into circulation, 
consisting of forty million paper units and fifteen million metallic, 
five million metallic units will be driven out, while fifty million 
units which are required to satisfy the need of the community 
will remain m circulation- The same would be the case if old 
and new coins are thrown into circulation together. If there is 
no excess, both will remain in circulation If there is excess, 
good coins to the extent of the excess will disappear. 

The principle called Gresham’s Law, was not really discover- 
ed by Gresham. Long before he wrote any thing about it, it 
was known to many people engaged in business; but the form in 
which It was enunciated was a new and striking one It has 
therefore been associated •with his name 

Bi-metallism — As its name implies, bi-metalhsm signifies that 
monetary system in whrch two tnetals, oi coins oi two metais, 
circulate side by side, and both are legal tender to any amount. 
Three essentials of bi-metallism have been laid down- One is 
that both metals should be unlimited legal tender- The second, 
that both should circulate according to a fixed ratio with each 
other. The third is that both should be freely coinable. If all 
the three conditions are satisfied the system can be called bi-me- 
talhc. If, however, even one of the three is not fully satisfied 
the system cannot be called bi-metallic whatever other name 
•^N may be given to it 
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Bi-mctalhsm came to be adopted after gold had become 
plentiful enough to be used for monetary purposes in European 
countries. Previous to the discovery of Australian and Cali- 
fornian gold mines the amount of gold in Europe was very small. 
Silver was plentiful; at least it had become so after the discovery 
of silver mines in America by the Spanish during the 15th and 
16th centuries During this period silver was coined in very 
large quantities by European countries, especially on account of 
the development of trade and commerce with the East. 

In the middle of the 19th century, near about 1848, gold 
mines were discovered in Australia and California- Gold was 
adopted as the standard of value and also to a considerable 
extent as a medium of exchange by England long before this. 
But France had not adopted purely gold standard. There was a 
large amount of Sliver m France, as well as in other countries, 
and also in America. So silver was not given up though gold 
had also begun to be minted side by side with silver. It was not 
now so scarce as not to be adopted even as one of the two 
metals used for monetary purposes But the newly discovered 
gold mines began to show signs of exhaustion soon after, as the 
deposits turned out to be of an alluvial nature So it became 
relatively scarce, and m purely gold using countries bke England 
there occurred a fall in general prices- Fiance which has always 
been logical and experimental wanted to induce other countries 
to adopt the system, of bi-metallism. which would increase the 
metallic base for money. In France gold and silver coins cir- 
culated side by side, at a ratio fixed by the State Through its mint 
both gold and silver were freely coined and both were unlimited 
legal tender This was bi*metalhsm in the true sense. England 
in the meantime had become so much accustomed to the use of 
gold that she did not look kindly towards silver as a second 
money metal. When gold became scarce there was nervousness 
in England but the bi-metallic countries like France had nothing 
to fear. If gold became scarce, silver became relatively abundant- 
So there was no fear of the scarcity of money material in France, 
because the monetary system of the country was broad based. 

There was, however, one very serious difficulty in adopting 
bi-metalhsm. If one metal became scarce in the market, its 
value rose in terms of the other But the rate between the 
two, wihnr om.fdxeu’ dyTahr Ji’-irretaiUc' aritatr cuuilx' mjc' 

be changed again and again in accordance with the changes in 
the market rate This created a difficult and complicated situa- 
tion- The market ratio between gold and silver became different 
from the mint ratio between the two metals, and this discrepancy 
in the two ratios set in motion huge forces- 

Finding that the market ratio between gold and silver is 1 to 
16 suppose the'rate fixed by the mint between gold and silver 
is 16 pieces of silver to one piece of gold- As long as this market 
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ratio remains the same- * e. 1 to 16 things will go on smoothly. 
But if after sometime gold becomes scarce in the market and so 
dearer as compared to silver, with the result that one piece of 
gold becomes equal in value to 17 pieces of silver the difficulty 
would commence. The mint ratio which is 16 to 1 cannot be 
altered, as mint regulations are not changed every now and then. 
The effect of this change in the relative value of ^old and silver 
in the market would be that silver would become over valued 
-at the mint, that is to say while in the market 17 pieces of silver 
are equal in value to one piece of gold, the mint would continue 
to rate 16 pieces as equal to one piece of gold. This would make 
silver more precious as coin than as bulhon. No body therefore 
would like to use silver as bullion but would like to use it as 
coin- It would therefore begin to be sent to the mmt for pur- 
poses of carnage, while gold would begin to be used more as bulhon 
than as coin. Gold corns would therefore be melted and used 
as bullion, while silver bullion would be sent to the mint to be 
used as coin ; where it would fetch a higher value. The result 
would be that in the bi-mecallic country only silver coins would 
be seen in drculatioa. while all geld coins would disappear. 
They would either be melted in the cetmtiy and used as bidlion 
or would be exported to foreign counmes where they would get 
in ex^ange 17 pieces of silver. 

The second applicadon of Gresham’s law was left unexplained 
in the earlier part of the discussion. It is that the overvalued 
com in a bi-metallic country tends to drive out the undervalued 
from circulation the former being bad money and the latter 
I good In the present case silver, trbscb is over valued would 
[drive out gold; which is under-valued. These terms ‘over valued* 
jand ‘imder valued’ should be carefully understood- They apply 
'only to the valuation of the mmt with regard to these two 
taetals. It b the mint that over values silver and under values 
gold. The market can neither over-value nor under-value 
anything. In the market, values arc fixed with reference to 
different forces of demand and supply whi<i come into operation 
and the values so fixed ate just values. Obviously this cannot 
be the case with the mint where the ratio once fixed cannot 
he altered for a considerable time. So at one time the 
French mint would be required to coin vast quantities of silver 
buHion sent to it for comage, while almost ffie entire quantity 
of gold coins would be melted and converted into bullion, 
^though theoretically the s^tem would be cilled bi-metallic, 
in reahty under these conditions, it would only be silver, because 
gold would not circulate as coin, but would be used as bulhon. 

Next suppose a change of a different character takes place in 
, the relative value of gold and silver. After sometime, suppose 
there b a fresh supply of gold on account of the discovery of 
new gold mmes. The supply of silver remaining constant the 
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value of gold would tend to fall as compared to that of silver. 
Suppose It now becomes 15 to 1. This would clearly mean that 
with the mint ratio as 16 to 1 silver would now be under-valued, 
because its real value as determined in the market, is 15 pieces 
in exchange for one piece of gold, but the mint ratio being fixed, 
16 pieces of silver would continue to be given in exchange for 
one piece of gold- Under these circumstances, Gresham’s Law 
would again come into operation, and, the over-valued metal, 
this time gold, will drive the under-valued metal, silver, 
from circulation. The French mint again have to coin vast 
uantity of gold, which was only a few years back melted 
qnto bullion, while vast amount of silver bullion that it had 
minted only recently will all be melted again into the form of 
ibuUion. This time only gold would circulate in the country, while 
silver would be used for purpose of arts or for the purpose of 
hoarding or exporting. 


The critics of the system said that the correct na'me for it 
should be alternating not bi-metallic system as one or the other 
metal would always be over valued at the mint on account of 
changes in the market ratio between the two The people of 
France and even outsiders made large profits at the cost of the 
Government by continuing to send cheaper metal to the mint and 
getting in exchange the dearer metal By selling it in the market 
they would make a profit and would then repeat the process, 
Heavy profits were thus made by outsiders and French specula- 
torsi while the mint, which represented the Government,’ was 
put to a great loss and mconvemencc-^ 

On account of these difficulties the French Government 
moved England to join a federation so that bi-metallism might^ 
be adopted by a number of countries, and the area of operations 
may be widened. It was pointed out that if a number of im-. 
portant countries joined this federation and consequently the 
area of operation of bi-metallic countries was enlarged, there 
will not be any difficulty in maintaining the system. As long 
as only one country remained bi-metallic and others were 
mono-metallic, there would be a tendency for the latter to take 
advantage of the mint regulations of the former. People of 
mono-metallic countries would continue to send the over-valued 
metal to the mint of the bi-metallic country, and would continue 
to take advantage of the difference in the price ruling at the 
mint and in the market. The French also pointed out that a 
bi-metallic country performed a great service to the world by 
absorbing the metal which was comparatively abundant and 
discharging that which was comparatively scarce, thus correcting , 
the balance that had been upset by world forces. Let us make 
this point more dear. 
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Reverting to our previous illustrations, if the ratio between 
gold and silver becomes seventeen to one. on account of the 
comparative abundance of silver and the comparative scarcity 
of gold, the effect would be that silver, being over-valued, would 
begin to drive out gold from arculation. m other words that silver 
bullion would begin to be sent to the mtpt for purposes of 
coinage, and the gold coins would begin to be melted and used 
as bullion. This would mean that France, a bi-metallic country 
would begin to gi\e to the markets ot the world the compara- 
tively scarcer metal gold and would begin to absorb the com- 
paratively abundant metal, silver. By this action of the bi- 
metallic country, the discrepancy' between the relative values of 
gold and silver would tend to diminish and ultimately disappear. 
This is known as th' compensatory action of the double 
standard If other countries of the world also adopted bi- 
metallism. its defect would become less prominent, and its good 
points could be utilised England was however very firm in her 
resolve against bi-metalhsm Her people had become accustomed 
to gold in their every day transactions and dealings with one 
another and with the rest of the world and therefore did not 
like to give up their old and tried system of gold, mono-metallism 
France, on the other hand had large supplies of silver on hand 
and so did not like to lose a great parr on its value by demone* 
tising It She formed a union of a few countries all of which 
adopted bi-metallism but England remained aloof and so the 
system could not take a firm root 

The interest in this controversy suddenly disappeared towards 
the beginning of the 20th century, because of the discovery of 
gold mines The scarcity of gold could no longer be advanced 
as an argument for bf-metalhsm. During and after the Great 
War renewed interest was shown in this controversy. There 
arose a great demand for gold from all sides on account of a 
great rise m prices due to inflation, also because of the changed 
"*banktng policies of difierent countries of the world, especially 
America and France, the available supply of gold in the world 
became insufficient to cope with the demand There were again 
suggestions from some quarters to adopt bi-metallism, but 
nobody took up the question scnously. New policies and new 
monetary theories held the field during the interval of the last 
Great War and the present world war. As things appear at 
present it is probable that both mono-metallism and bi-metallism 
would fall out of memory and would remain only of historical 
interest 
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CREDIT AND BANKING 

Credit.— Credit IS that system of exchange m which a seller 
of a commodity or service agrees to receive the prices of the 
commodity or service or the commodity itself after a certain 
time, with or without any addition to it or its price. 

Credit is granted in several ways. When a merchant sells 
some articles to a customer and agrees to receive the amount of 
the bill after some time, he grants credir. When a furniture dealer 
sends some articles of furniture toa certain person and agrees to 
receive a certain sura of money every month in return, he also 
grants credit. In this case he agrees to receive back, the same 
articles, but with an addition of money payment every month 
till the final da'te of return. As the articles arc expected to 
deteriorate to some extent as the result of constant use, the 
charges include not only interest on the amount of money 
invested by the furniture dealer m the purchase of the said 
articles, but also something towards their repair and ultimate 
replacement 

When a money lender lends a certain sum of money toa 
person in return for a promissory note or a registered bond, it is 
3 case of the granting of credit The lender does this in expecta- 
tion of a reward for the service that he performs to the bor" 
rower- This reward takes the form of the payment of a certain 
sum which bears a percentage relation to the amount, but called 
int.erest. It will be observed that in each of the cases cited 
above two prominent features are involved, one is the post- 
ponement of the payment on the part ot the buyer or the user 
of the commodity or services, the other is the undertaking of 
some risk inherent in all postponed payments by the seller of the 
commodity or service To the extent that the risk or trouble 
• or at least waiting involved in the process is more or less, the"* 
charge from the borrower will be raised or lowered 

The cases mentioned above in which credit is granted in one 
form or the other are of a very simple character The difi^erent 
ways in which credit is now granted by credit granting agencies 
have now become varied and highly complex Their study is 
both important and fascinating Apart from the simple method 
of granting credit on the strength of a Pi o-note or a mortgage 
deed or even pawned ornaments: which together cover a vast 
field of credit transactions in India, there is another which is 
chiefly in vogue as between one trader and another It is the 
system of Hundi or an inland bill of exchange. Before discussirigj 
the activities of banks which constitute the most important ar^d*, 
powerful credit organisations m every country, we would like 
to explain in details the working of a Hundi, 
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How a Hundi works. — A cloth merchant buys cloth worth 
Rs. 10 000 from a whole sale cloth dealer in Delhi but does not 
pay money just then. He is prepared to pay it after 3 months. 
TJie method that is adopted under such circumstances is this. 
The wholesale dealer writes on a piece of paoer a sort of letter 
whose form and words are specified, to the purchaser of goods 
asking him to pay Rs 10 000 after 3 months, either to himself 
or to any person named in this letter, and asks this purchaser 
of goods to sign his name on that side of the paper where all 
this IS written. This paper, when m a formal and printed form 
IS called a Hundi or a bill of exchange The seller or the while- 
sale dealer, is called a drawer of the bill while the buyer or the 
cloth merchant is called the drawee a person upon whom a bill of 
exchange IS drawn. The cloth merchant after he has signed his 
name across the face of this bill, is said to have accepted it His 
liability IS now complete and the bill of exchange, after accept- 
ance, becomes a negotiable instrument in the eyes of the law, 
that is to say. it becomes an article which can be bought .d^nd sold 
m the market 

After getting it accepted, the cloth merchant may adopt any 
of the three courses open to him. He may either wait for 3 
months, and after the e.xpiry of the period collect the money 
from the cloth merchant Or he may hand over this hundi to 
some one else, whom he himself has to make some payment. If 
he has to pay Rs. 15 OM to a certain person, he may give this 
hundi. together with Rs 5,000 in cash The hundi will be 
accepted by the other person for something less than Rs 10.000 
because it cannot give him command over money at once, but 
will do it only after the expiry of a certain period. Any way, 
the wholesale dealer can now hand it over to some one else in 
payment of his own debts at a price. The third alternative 
open to the wholesale dealer is to send it to a bank and ask for 
cash at once. If both the drawer and the drawee are well known 
> to the bank, the latter will pay the present worth of the hundi 
to the drawer. The present worth of a hundi is calculated after 
deducting interest, for the months, that the hundi has 
to run, from the amount for which it has been drawn After 
deducting the discount the balance is handed over to the whole- 
sale dealer, who gets an immeliate command over resources by 
this method Henceforward the real supplier of credit is not 
the wholesale dealer, but the bank 

It may be asked, why'' a wholesale dealer, who sells goods 
worth Rs. 10.000 to a certain person, agrees to accept from the 
bank less than Rs. 10.000 If the rate of interest is 6 per cent, 
and the bill has to run for 3 months, he will be given by the 
?*.bank only Rs. 9850 There appears to be a loss to the wholesale 
® dealer, but in reality there IS none. Businessmen always make 
allowance for such facts when .fixing prices of goods In the 
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present case the seller could not have given goods to the cloth 
merchant worth more than Rs 9850. as he very well knew that 
he would have to get the Hundi discounted from a bank, or 
would have to wait himself for 3 months and incur a loss ot 
Rs 150 during this period, if he had not made sufficient allow- 
ance for this in time. 

So we find that a bill of exchange serves the important pur- 
pose of facilitating exchange transactions, and in this sense does 
the work of money The Hundi drawn by the wholesale dealer 
and accepted by the retailer serves the purpose of Rs 10,000 
at that time at least A transaction is completed without the 
transference of any money from one person to the other The 
retail seller gets goods without having had to pay any money: 
while the wholesale dealer gets money from the bank So, 
ultimately, the waiting is done by the bank- which also under- 
takes the risk that is involved in all credit transactions. This is 
a very popular form of giving and seeking credit among Indian 
businessmen and a Hundi is always regarded equivalent to 
cash 

Banking. Banks play an important part in credit transactions, 
A retail dealer cannot grant credit to his customers unless 
he himself gets credit from the wholesale dealer. The latter 
cannot continue to grant credit to his numerous customers, that 
IS, retail merchants unless he himself gets credit from some other 
institution Such an institution is a bank So, ultimately it is 
the bank, that facilitates credit transactions- 

Banks are of different varieties and descriptions. There are 
industrial oanks, agricultural banks, co-operative banks> ex- 
^change banks, and commercial banks When the word bank 
is used without any prefix, a commercial bank is usually meant 
We will first deal with the functions of a commercial bank. The 
Imperial Bank, the Cential Bank, the Allahabad Bank, the Punjab 
National bank, and so on, arc all commercial banks 

Functions — Banks perform the tollowing mam four func- 
tions. — , - / 

1 Acceptance of deposits J 
2. Granting of loans. 

3 Affording cheque facilities 
4 - Discounting of Bills. - 

(1) Acceptance of deposits. — A bank is an institution which 
helps m the transfer of money from one place to another place 
and from one person to another person. It is w ith this object 
that it IS started As in the case of every productive enterprisf' 
a bank also is started with a certain amount of capital winches 
subscribed by its share-holders The capital with which a 
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company or a bank is started, .and upto which it is permitted to 
sell shares to the public, xs called its authorised capital 
Out ol this authorised amount, it is optional with the 
directors to issue any portion of it for public subscription. 
This IS called issued capital. If the w hole of this issued 
capital IS taken up, or subscribed by the public, there remains 
no difference between issued capital and subscribed capital; 
but if. as often happens, the whole amount issued is not 
taken up, then that which is taken up is called subscribed capital. 
'Out of this amount, ^gain, there is a certain portion which is 
called up by the directors under the rules of the company and 
the rest is left with the subscribers for the time being, to be 
called up when necessity arises. So, that amount which is called 
up and paid by the subsenbets, is called, paid up capital Some- 
times, there is a difference even between the subscribed amount 
and paid up amount. If certain persons having offered to sub- 
scribe a certain amount, and having sent the application money 
along with their application for shafts, arc, however, unable to 
pay further amounts, their paid up amount is forfeited by the 
bank. But this is not of very great practical importance So. 
only that amount of capital which is actually paid up is of real 
importance, as it constitutes the working capital of the bank 
or, for the matter of that, of any other concern, with which it 
starts its business. 

- The working capital of a bank is not in itself sufficient to 
enable it to cany on the business of lending From the very 
start, therefore, it has to attract deposits from outside. The 
amount of its own capital acts as a sort of security m the eyes 
af those from whom the bank seeks to attract deposits. The 
larger, therefore, the amount of paid up capital of a bank, the 
greater its prestige in the public. 

Bank deposits ate of two kinds, fi.xcd and current Fixed 
deposits are amounts of money left by individuals or institutions 
with banks for a definite period. The bank pays interest upon 
them at a certain rate It undertakes to repay this money at the 
fixed time, together with the promised interest The interest 
paid IS usually very small, but the security that banks offer to the 

Trti'xy n -very 

small interest from them Big banks do not offer more than 
2 pet cent or even per cent on fixed deposits for a year. Fixed 
deposits arc not of very great importance to the banks They 
are not usually very large because of the small rale of interest, 
on the one hand, and the liability to pay some interest on the 
part of banks, on the other. ' 

The more important form is the current deposit. A man may 
deposit his money with a lunk on the understanding that he 
■ may withdraw it any time he hkes Current deposits are payable 
on demand. They do not tarry any mtetest, as the bank is hable 
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to repay the entice amount whenever demanded, and, thetcfoce. 
cannot invest it in any business for more then a very short 
period. 

The question arises why a bank takes the trouble of keeping 
up long accounts and paying out large or small sums of money 
as demanded by customers, when it cannot utilise this money 
freely. The amount received under fixed deposits can be ad- 
vanced to others at a higher rate of interest, because the bank 
knows quite well that if cannot be demanded before the expiry 
of a definite period It can thus make some profit out of fixed 
deposits : but in case of current deposits it is not so obvious 
wherein the gam of the bank lies The question is interesting.' 
but the answer IS very simple. The centuries old experience of 
bankers throughout the world has convinced them that under 
normal conditions not more than a fired percentage of current 
deposits IS demanded at any one time by the depositors. For 
example, if m a certain bank the amount of current deposits is 
Rs. 100,000, the experience of Indian bankets is that not morc.^ 
than 50 per cent of It will be usually demanded by depositors^ 
at any one time. The experience of German, French, and Italian 
bankers is that not more than 25 pec cent of the current deposits 
IS usually demanded at any one time- The experience of English 
and American bankers is that this percentage is seldom more 
than 10 Some leading banks of England ate confident that at 
no time would this demand exceed 5 per cent. When that is so, 
there is no reason why Indian banks should not utilise 50 per 
cent of their current deposits in the same way as they utilise 
then fixed deposits, and why German. French Italian, English 
and Aoiencan banks should not utilise 75.90 or 95 per cent of 
their current deposits for purposes of lending to others. As a 
matter of fact, all these banks lend money received under current 
deposits in varying degree. As a matter of fact it is only by 
lending money received on current account that it is possible 
for banks to carry on their.business They form the backbone^ 
of commercial banks- 

Creation of Current DepotUs One simple way of creating 
current deposits is for a person to deposit a certain amount of 
money with a bank and get a pass book from it m return The 
amount deposited is shown on the credit side of tbe depositor's 
account and is also entered in the banks registers. In this way 
the bank makes itself liable to pay on demand the sum of 
money to the depositor or customer. When the depositor wants 
to withdraw a <:crta!n amount of money from his deposits, he 
draws a cheque upon the bank for this amount A cheque is 
only a special form of a bill of exchange which is drawn by a 
depositor upon a bank, ordering the latter to pay a certain sut^ 
of money either to the person named therein, or to the bearer oT ' 
the cheque, or to someone else named by the person in whose 
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:avour the cheque is drawn When the bank receives this cheque 
the amount is paid up, and it is debited to the depositors account. 
This is a very simple, not an important way of creating current 
deposits. The other way which we now proceed to discuss is 
at once important and interesting. 

(2) Granting of loans — Suppose a person wants to borrow 
Rs. 5,000 from a bank for some purpose- He goes to the manager 
of the bank who after satisfying himself as to the solvency of the 
customer agrees to advance him the money When necessary 
preliminaries are gone through and the time comes for the actual 
payment of Rs. 5,000 the manager advises the borrower not to 
actually take away Rs 5,000 from the bank but to open a current 
account and continue to draw cheques to the extent of his credit 
whenever he needs money. The borrower agrees and after 
opening a current account leaves the bank with only a pass book 
and a cheque book. In this case a loan has creafed a deposit. 

This apparently simple transaction between the borrower and 
the bank is of very great significance m the commercial and 
banking world By this simple act. credit has been created, and 
no money has passed from one person to another. It should 
also be noted that both the bank and the customer have become 
indebted to each other. In virtue of fhe loan account that has 
been opened that day for Rs. 5.000, the customer has become 
indebted to the bank. He has wntten a promissory note in 
favour of the bank, and has also got it signed by another person. 
In addition to this, he has perhaps deposited some sort of secu- 
rity. and has promised to pay interest on the sum But the bank 
has also become indebted to the customer in virtue of the current 
account opened that day By virtue of this account the customer 
has acquired a right to demand upto Rs. 5000 from the bank any 
time he needs it. So there is mutual indebtedness between the 
bank and the depositor. 

A current deposit of Rs. 5.000 has been created without any 
body having deposited a single rupee with the bank and a loan 
of Rs 5,000 has been granted by the bank although not a single 
rupee was handed over to the borrower Then why should this 
amount not go up to Rs. 50 lakhs or Rs. 50 ciores under the 
same arrangement. There is only one thing that acts as a check 
to the increase in curren t deposits m this manner. It is the fact 
that the depositor is entitled to demand the money back at any 
time. According to the experience of banks m India, there 
should be at least 50 per cent cash to meet the demand liabilities 
of the bank under normal conditions Therefore, although it is 
very easy for banks to create deposits in this way, yet they have 
sto maintain a safe proportion of cash which must be with them 
to meet withdrawals Even then if not to the full extent, at 
least to the extent of 50 per cent in India and to a much larger 
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extent in more advanced countries of the world banks economise 
in the use of money by creating credit in this manner. 

(3) Affording cheque facilities. — It will be interesting to know 
how It IS possible foe banks to economise in the use of pianey 
by the method of creating deposits. A bank has a large number 
of customers, who have either deposited certain amounts under 
fixed or current deposits or have borrowed money from it 
according to the method described above Those customers who 
have current accounts, draw cheques upon if. whenever they 
want to withdraw money. But in. the course of their business, 
they have also received a number of cheques in payment of their 
dues So they send these cheques also along with the cash that 
they receive in the course of the day to the bank for deposit. 
Ir often happens rhit different customers of the same bank draw 
cheques in favour of one another. As they all have their current 
accounts with the bank, the cheques are not usually cashed but 
are sent to the bank for being credited to their accounts. The 
bank, consequently, makes a change in book credits and book 
debit, only and very little money actually goes out ofTt. The 
following diagram will make this point clearer. 

Xis the bank, while A. B. C. D. and E are its customers who 
keep their accounts with le Suppose A. draws a cheque in favour 
of D, upon his bank for Rs 500 When D receives it, there arc 
two courses open to him One is to get cash from the bank, 
but because he does nor need in just then, and also because he 
has got a current account with the bank, he sends this cheque 
to his bank to be credited to his account Before tins transac- 
tion A's account stood at Rs 2f.>00and D’s at Rs 1000 After 
the drawing of '■lus cheque and its being sent by D to the bank, 
changes will have to be made in the personal accounts of the 
customers Rs 500 will be transfetced from A’s account to D’s 
The position ot their respective accounts will now be A .. Rs. 
1500, D Rs 1500 A’s account has been debited by the 
bank to the extent of Rs 500 and to the same extent D’s has 
been credited 

Let us pause to consider what actually happened A pur- 
chased goods from D and so paid him the money m the fotni of 
a cheque D received the amount, as is evident from the fact 
that lus account now stands at Rs 500 more than it did the 
previous day or before the receipt of the cheque. The bank did 
not pay Rs •'>00 to D as ordered by A, but only credited D's 
account to the extent of the sum Not a single Rupee changed 
hands and the whole transaction was beautifully completed In 
this way different customers of the bank continue to draw 
cheques in favour of one another, and the bank continues toj 
make changes only in their personal accounts from time to 
time. 
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But It IS possible that some people may not be keeping , 
accounts with this particular bank, but may be keeping jl with 
another, named Y. In this case the, diagram will be something 
like this 



X has, A,B,C,D,E as its customers, while Y has 
Suppose B draws a cheque in favour of H for Rs, 500. H 
sends it for being deposited m his account to his bank Y. Now 
suppose J has to make a payment of Rs 6O0 to E and conse" 
quently draws a cheque upon his bank, Y m favour of E. E 
after having received it sends it to his bank, X. for being deposit- 
ed in tis account. In this way. during the course of the day, a 
number of A’s customers draw cheques upon X in favour of Y's 
customers which reach Y; while a number of Y's customers 'draw 
cheques upon their bank. Y, in favour of X’s customers, which 
reach X. m'the ordinary course. Towards the end of the day 
It is found that X has to pay Rs 50dCk»lo Y on behalf'. 0 f-its 
customers, while Y has tg pay R5..4500 to. X It is not necessary 
for Rs 5000 to be 6rst paid by X to Y and then Rs. 4500 to be 
paid by Y to X. Only the difference of Rs 500 may be paid up by 
■^..toY. So we' find that although transactions, amounting to 
Rs. 9500 took place in the course of the day, only Rs 500 at the 
most, were needed for all the transactions Money has been 
economised to the extent of Rs 9000 

But It is not necessary even for Rs 500 or more or less, to 
change hands every day. If one day X has to pay Rs 500 to Y. 
It is quite possible that the next day Y may have to pay Rs. 600 
or Rs, 400 to X. It is therefore, not necessary that the difference 
may be paid every day, but it may be paid up after every month 
or an arrangement may be made with a bigger bank. Just as X and 
Y dealing with their individual customers, economise in the use 
of money by making entries in the personal accounts of their 
^stomers, m the same Way, a bigger bank may deal with these 
or more, and may contmue to make alterations m their 
accounts if they deposit some amount with this big bank. If 
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X deposits Rs. 1000 with this big bank, and so does Y and any 
number of other banks which may be functioning jn a big city 
or areap the whole thing can go on beautifully. This case may 
be represented diagrameucally m the following way 



Here Z represents the big bank while X.Y.X',Y' and so on, 
are the banks that have their respective accounts with Z Each 
one of X,Y .X’,Y 'have their own customers The customers deal 
with their banks These banks deal with the big bank. In this 
way there may be a number of banks in a particular area or in a 
big ebuntry. Even big banks like Z may be m quite a large 
number in a country. All these big banks may m their turnlikc 
to keep their accounts with the Central bank of a country, like 
the Bank of England or the Indian Reserve Bank, so that 
their respective claims maybe cleared out of the amounts 
deposited by them in the Central Bank, and money may not have 
to go from one to the other. 

In this way we find that monetary transactions take place 
on a large scale, and yet very little money is actually needed to 
facilitate them There are several other points w’hich deserve 
attention In the first place customers of banks need cash now* 
and then Many cheques arc not deposited with banks but are 
collected in the form of cash. In the second place, all those in 
whose favour cheques are drawn may not have their accounts 
with banks In such cases money has to be withdrawn bo we 
find that if in a country saving habit is developed to a large 
extent, and people ol each class and position'keep accounts with 
banks, while payments ate made by means of cheques, a great 
deal of economy in the use of money can be made resulting m a 
great advantage to the country. 

U la \’ti this w'ay that money is economised by banks m thetr 
daily ttiTOacttons In countnes like England and the United 
otates ol ^nierica where banking habit is almosfuniversal. therli 
*5 a great etonomy of money, and trade and industrial activities 
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are carried on without much need for metallic or paper money. 
In Germany, France. Italy, and other European countries, the 
banking habit is not so universal The cheque is really a product 
of the English brain, and it is very popular among English speak- 
ing countries of the world. On the continent notes are more 
popular than cheques It shows a less advanced banking 
mentality. In India, the use of clieques is confined only to big 
cities, like Bombay, Calcutta. Ahmedabad, and so on. In certain 
other cities, which are not trading, commercial or manufacturing 
centres cheques are drawn and received, but they are usually 
converted into cash immediately they are received. It is very 
rarely that a cheque received from some one is deposited with 
a bank and not encashed. Because of this non-banking habit of 
the people of India banks are obliged to keep at least 50 per cent 
of their demand liabilities in the form of cash 1 his results in a 
slower economic development of the country, as this large amount 
of cash has to lie idle with the banks and cannot be utilised for 
/ other purposes It is obvious that banks can help industrial and 
commercial development of the country only to the extent that 
money is economised. 

4 Discounting of Bills —The last function of discounting of 
bills now remains to be examined. As a matter of fact, the dis- 
counting of a bill, is only a particular method of lending money, 
and so It really comes under the second functions of granting of 
loans; but it is so important that a separate treatment is neces- 
sary. 

In the beginning of this chapter an illustration was given of 
how a wholesale dealet. after having sold goods •worth Rs. 
10,000 - to a retail dealer, and after having drawn a bill of 
exchange upon him and getting it accepted, gave it to a bank for 
discounting and took Rs 9850,'- in exchange for it. The bank 
discounted tha bill, and took upon itself the risk, and also the 
watting for three months The discounting of bills is a very 
yonvement method of lending money which is open to a com- 
mercial bank By their very nature, commercial banks cannot 
afford to lend money for long periods to their customers, because 
most of their liabilities arc demand liabilities. They do not want 
to keep their money locked up for a considerable period, but bke 
to lend It only for short periods- From this point of view, a bill 
of exchange affords the best opportunity of lending money for 
short periods and proves a very good investment- An expert 
bank manager so arranges his business that bills discounted by 
him fall due every day of the month so that the supply of money 
is always plentiful, and can be used as occasion arises. Its col- 
lection is very easy, because it has a security of two business men 
^behind it namely that of the drawee and also that of the drawer. 

5 one reason or the other, the drawee fails to meet the bill 

when It falls due. the banlchas a legal remedy not only against 
the drawee but also against the drawer 
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Advantages o! Baoks.—Banks perform very useful services to 
■the community- By affording deposit faciliries. they collect 
numerous small sums of money from scattered sources, and make 
effective use of this aggregate amount There are men who have 
money but do not know how to use it to the best advantage 
There are also men who know how to make the best use of it 
but have no money. Banks act as intermediaries between two 
such classes of people, andafter attracting money from the former, 
advance it to the latter. By offering small rates of interest they 
promote, to some extent, the investing habit among those who 
perhaps would not save if there were no inducement of a small 
rate of interest- coupled with absolute security By affording 
facilities of current deposits, and payment by cheques, they create 
banking habit among the people, a habit which forms the basis 
of all economic progress in modern times. They also create credit 
and facilitatetrade and commerce by advancing money to those 
who need it. They facilitate the transfer of money from one 
place to another. Big banks have a number of branches in • 
different parts of a country. They have also business relations 
with other banks carrying business in other parts of the country 
or in other parts of the world In this way they help a great deal 
in the transfer of goods between different places in the same 
country, and also between different countnes in the world. 
There are some banks called Central banks, which also exercise 
the function of issuing notes This privilege was inghly valued 
and coveted before the development of the cheque system, but 
in modern times it has lost much of its glamour and is not 
regarded as very important. 

Balance Sheet of a Bant.— The balance-sheet of a Bank is a 
statement regarding its assets and liabilities as stated at the close 
of a particular year- There are many kinds of accounts that have 
to be maintained by banks, as well as other limited companies 
For example there is the capital account, fix«d and current 
deposits account, loan account and so on The balances of alW 
these various accounts, as they stand on the closing day of the 
year, are shown in a statement which is called a balance sheet 
, A careful study of the balance sheet of a bank gives an 
approximately correct idea of its position and progress We have 
purposely used the word approximately, because a balance sheet 
does not always give a correct idea of the position of a bank or 
of any limited concern There are several ways of showing the 
various items. Various figures are sometimes shown together 
m such a Way that it is very difficult to form an exact idea regard- 
ing the real financial position of the institution Nevertheless, a 
balance sheet gives a fair idea of the general financial position of 
a company. ^ 

,i We give below the Balance Sheet of the Bank oi England on 
two different dates. 
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Banking Department 

July 2 , 1913. 
LIABILITIES. 


Proprietors’ Capital 
Rest 

Public Deposits 
Other Deposits 
Seven Day and other bills 


. £ 14.553.000 
... £ 3,345,455 

... £ 14.737.272 
... £ 46,633.003 
... £ 17.053 


Total 

£ 

79,285,793 

ASSETS. 

Government Securiiies 

£ 

12.765.505 

Other Securities 

£ 

40.661.662 

Notes 

£ 

524,271.745 

Gold and Silver Com 

£ 

1,595.921 

Total 

£ 

79.285.793 

July 14, 1943 (30 years after) 

LIABILITIES 

Proprietors’ Capital 

, £ 

14.553.000 

Rest 

£ 

3.352.472 

Public Deposits 

£ 

5.298.651 

Other Deposits 

. £ 

200,509418 

‘ Total 

£ 

223693.541 

ASSETS 

Government Securities 

. £ 

154.502.838 

Other Securities ••• 

£ 

20.922 970 

Notes 

£ 

47.317.525 

Gold and Sdvei Com 

£ 

950,208 

Total 

£ 

223.693.541 


The various items under liabilities and assets may be briefly 
explained By 'Proprietors Capital’ is meant the amount cf 
capital subscribed by the shareholders of the Bank- This item 
ha:s remained unchanged since 1833 It is divided into fully 
paid up stock. By 'Rest' is meant the reserve fund. There is a 
tradition that it should never fall below three million pounds 
The standing of a bank is indicated by its reserve fund ‘Public 
deposits' mean the sums of money which are deposited by the 
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Government m the Bank under various heads The Bank of 
England, though not a government bank is yet a semi-state bank, 
and performs practically all functions of a state bank. The 
government carries out all its. monetary and financial functions 
through It Ocher Deposits’ include deposits from other banks 
and customers This item includes to the extent of about 75 per 
cent, deposits of other banks, as the Bank of England is also the 
bankers’ bank Seven Day and other bills arc issued by the 
Bank on its own authority and bearing its acceptance They 
arc payable seven days after sight They are now chiefly used 
by persons travelling abroad This item is now not shown 
separately and is included under ‘Other Deposits ' 

Under the assets side. Government Securities* represent the 
investment of the Bank m various government securities of the 
British Government 'Other Securities represent its investments 
in those stocks which are not British Government securities 
They include Indian. Colonial or Foreign securities, and first 
class commercial bills 


The position of the Bank of England, as shown by the two 
balance sheets is exceptionally strong There ace no fictitious 
assets The building of the Bank, which is considered to be 
worth more than a million pounds is not mentioned under the 
assets side The amount of reserve is quite large and so is the 
amount of the Proprietors’ capital The entire banking structure 
of England rests on the Bank of England If it fails, the entire 
banking system in the country is sure to fail If should not be 
torgotcen however, that the entire resources of Great Britain 
are behind this great institution 

ISSUE DEPARTMENT , 
fjuly 22nd 1914) 

LIABILITIES 


Notes issued 

ASSETS. 

Government debt 
Other securities — 

G/dd, vun, 'aid* •uilJmn, 

Silver bullion 


. . t 57.014,410 


, £ U.015.1G0 
£ 7,434,900 

... C 


Total £ 57 014.410 


(January 5th 1944) (About 30 years later) 
LIABIUTIES 

... £ 1100,241.718 


Notes issued 
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ASSETS 

Government debt ... i 11,015.100 

Government secuntjes ... £ 1088 348.646 

Other securities •• - £ 622 834 

Silver coin .. . . £ 13,420 

Amount of Fiduciary issue £ IJOO.OOO.OOO 
Gold coin and bullion ... £ 241.718 



CHAPTER XVII. 
SYSTEMS OF BANKING 


The United Kingdom —England may rightly be called the 
home of modern banking and English gold-smiths the fore run- 
ners of modern bankers Their practice was to issue receipts 
to those who deposited money or other valuables with them for 
safe custody, specially when leaving the country for some tunc 
These receipts were often returned to them not by the same 
persons to whom they were issued m the 6rst instance, but by 
others, who had perhaps paid the original holder a certrin 
amount in return for them. The latter quickly grasped the 
potentiahtie'i of the system and began to utilise it for the 
extension of their own credit Originally these receipts were 
issued only w'hen a certain sum of money was actually deposited 
with them. Later on. the goldsmiths began to issue them even 
to those who vianted to borrow money On account of the 
great credit of the goldsmiths these receipts passed xeadily and 
easily from hand to hand for the amount for which they were 
issued and facilitated a number of exchange transactions before 
being finally returned to the issuers for payment, Such receipts 
later on assumed the form of notes issued under the names and 
signatures of the various firms of goldsmiths 

The London goldsmiths set up after sometime the business 
of pure banking, and also continued to issue notes up to 18^ 
The business of issuing notes upon the strength of one's credit 
could be started by any one if he thought that his notes, or 
promises to pay money m fixed denominations on demand were 
likely to be accepted by the general public. The policy of 
kx««3/ai re being widely prevalent in England no interference 
on the part of the Government in this behalf was considered neces- 
sary or justifiable, and things were left to take their own course 

The result was that after sometime there was a great crash 
in the year 1815 immediately after the declaration of peace with 
France, beginning with the failure of a number of note issuing 
banks. This resulted in very great hardship to those who had 
lose their all As a consequence of these failures, public atten- 
tion was drawn towards this point The Bank of England being 
the most important banking institution in the country was 
issuing notes ever since it was started Like other institutions, 
the 'Bank oi England was also quite free to issue any number 
and amount of notes, without any restriction of any sort After 
these events opinion became sharply divided on the question 
of unrestricted note issue Some people held the view that the 
purpose of issuing axiote by a bank or any authority, was simply 
to provide currency to people, and afford them convenience. 
They said that the issue of notes should be limited by the 
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amount of gold that could be kept as a reserve against them. 
This was the Currency School which maintained that banks 
should issue notes and create credit only in return for specie 

There were others who maintained that the issue of notes 
should be left to the discretion of bankers, who should limit the 
circulating currency in accordance with the needs of business 
and trade They held that there should be no limit placed on 
the issue of notes except in regard to their ready convertibility. 
If there V, as any excess it would be presented for encashment 
They therefore, did not think that the bolding of gold was 
necessary to cover every note issued by the bank This 
was the Banking School. 

The Bank Charter Act of 1844 —The Bank Charter Act was 
consequently passed in 1844, and as its provisions show the 
Currency School had won the day, although the Act embodied 
to some extent the views of the Banking School also by providing 
for a limited issue of notes against securities The following are 
ome of Its most important provisions — 

(*) The bank was to be divided into two distinct departments, 
called the issue and the banking departments respec- 
tively 

(»0 The issue department was authorised to issue notes 
against securities to the amount of 14 million pounds, 
but any further issue in excess of this was to be covered 
by gold and silver in reserve 

(III) The silver in reserve was not to exceed ^th of the gold 
held 

Any one might demand notes from the issue department 
in return for gold bullion at the rate of £3-17s. 9d per 
ounce standard. 

(V) It, after the passing of the Act. any country bank ceased 
to issue notes, the Bank could obtain an order in council, 
empowering it to increase its fiduciary issue by two thirds 
of the lapsed issue. 

(I’i) The bank was to publish a weekly return of both the 
departments in the London Gazette. 

(ill) No further banks of issue were to be estabhshed, and 
existing banks, losing the right of issue, on account of 
bankruptcy, amalgamation, the opening of an office in 
London etc, could not resume such issues. 

(liii) Every existing bank of issue was to forward a weekly 
return of its issues to the Stamp office for publication in 
the London Gazette, and its issues were not to exceed its 
^ average circ^ulation for the 12 weeks preceding the 27th 
April 1844, otherwise the right of issue would be 
forfeited. 
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The real aim of the Act was to ensure the absolute converti- 
bility of the note issue It was a far sighted measure also for_ 
regulating paper currency, thereby minimising the dangers of 
inflation It also aimed at checking speculation m prices, and 
securing stability in foreign exchanges. It was in 1921 that the 
last private bank of Issue ceased to exist. Now there is no note 
issuing bank in England and Wales, except the Bank of 
England;,,. 

The Bank Chatter Act of 1844 was criticised mainly on the 
ground of inelasticity of its note issue- It was said that at the 
time of emergency, the amount of money could not increase and 
so It would remain restricted and inelastic It was also pointed out 
that inspire of the rigours of the Act. the bank cculd not check 
the crises of 1847, 1857 and 1866 which were icUeved only when 
the Act had been suspended, and the fiduciary issue of notes had 
increased. In the same way in 1914 at the outbreak of the war, 
the Bank of England was allowed by the Treasury to increase 
the note issue against securities, and only then was the demand 
of the people for paper money satisfied to some extent, V 

Amendment of the Bank Act in 1928 — From 1844 to 1914, the 
fiduciary portion of the note issue of the Bank of England was 
rigorously kept within the limits set by the Act, and so, there 
being no provision for its increase in times of emergency, the 
note issue remained inelastic and did not help much the economic 
development of the country. As a matter of fact, if banks other 
than the Bank of England had not invented the use of cheque, 
the economic progress of England could never have been as much 
as It actually turned out to be. Between 1914 and 1928, the 
government treasury notes of and 10 shillings each also cir- 
culated, but the note circulation of the Bank of England remain- 
ed within the same limits as before. 

After the war, it began to be stated frankly and vehemently 
that the stringent provisions of tbeBank Charter Act had proved 
a failure, and a much greater elasticity m the note issue viis 
needed In view of such criticisms, the new Act named The 
Currency and Bank Notes Act was passed in 1928 The previous 
restriction on the Bank’s power to issue notes below £5 was 
removed and it was given authority to issue notes of £1 and 10 
Ah? AAsutat .yjiv, s’.hinV Ah? 

Act was £14 million, but had gone up to about £19 million was 
now fixed at £260 million. No increase in the fiduciary 
portion of the note issue above this limit was to take place except 
by the sanction of the Treasury Any authority given by the 
Treasury was to apply only for a period of 6 months, though it ^ 
might be renewed for another six months In any case, ^ ... 
expansion of the fiduciary circulation was to remain m force af^r 
2 years without the permission of the Parliament- 
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Inspite of the' increase in the fiduciary portion, and the ex- 
press conditions laid down for the expansion of the note issue 
under certain conditions, the ctitics are of cpinion that the note 
issue is still inelastic and that the powers given to the Bank of 
England to increase the uncovered portion of the note issue will 
not be freely exercised The Macmillan Committee also recom- 
mended that the amount of the note issue which may be permitt- 
ed to the Bank be raised to £380 million and may in exceptional 
cases, he ruised even to ^400 million But England could 
remain on gold standard only for a brief period of about six 
years On September 21. 1931. the gold standard w^s suspended 
and the whole basis of note issue was revised The Bank of 
England n ite was now no longer as good as or better than gold- 
It was now no better than inconvertible paper whose value was 
maintained by keeping it unlimited legal tender on the one hand 
and by keeping under control Its supply on the other By 1939 
the note circulation had reached the figure of ^525 millions and 
, during the five years of the present war the amount has reached 
'the stupendous figure of ^1100 millions 

India.— Banking in India will be discussed under several 
heads 

Indigenous Bankers —Banking of a highly developed character 
was earned on m very early times m India. It included accept- 
ance of deposits, granting of loans, discounting of bills, and 
issuing not exactly of notes, but of a kind of paper which could 
pass current for a considerable time, and could facilitate a large 
number of fransacfjons before being pres-eotsd ioi final encash- 
ment There were traditional banking houses belonging to cer- 
tain well known families, and they were well-known through 
thcit numerous connections and a large number of branches and 
agencies. They carried on such functions m connection with 
banking which are now a-days performed by modern banks. 
-They advanced money not only to ordinary industrialist but also 
to Ra]as, Nawabs and even Central governments whenever 
they stood in need of money. 

With the development of modern banking the importance of 
sued indigenous fiantcers lias decreased' to a considerafife extent. 
However, they still carry on their functions m certain big towns, 
though a great change has come over their character. They are 
now only money lenders, not bankers A money-lender, as the 
word clearly signifies, is one who only lends money at a certain 
rate of interest. He neither accepts deposits nor does he per- 
form any other functions of a bank. These indigenous bankers 
^ have now degenerated, more or less to the position ot money len- 
v^ers, although they advance larger sums of money and for this 
reason, deal m mortgages and with men of substance. Since the 
development of modern banking Indian bankers or shroffs have 
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begun to act as middle men between joint Stock banks and their 
customers. Under present conditions, banks m India can never 
hope to be able to come into direct touch with the affairs of the 
vast tiading community m India. In th^ capacity of middle 
men, the shroffs, who are m intimate touch with the trading 
community of the area, bring large volumes of business to banks, 
and enable them to give accommodation, which without their 
assistance the banks t^ould not be in a position to give. 

A business man requires Rs 25.(X3f'. for further investment 
in his business He does not know the manager of any joint 
stock bank, or any branch of the Imperial Or Reserve bank, but 
he knows a shtoff who lives in the same area where he carries 
on his business He approaches him and seeks his assistance- 
The shroff, who has perhaps already accommodated a large 
number of such traders, dees not find himself in a position to 
accommodate this trader out of his own funds So he goes to a 
bank, and takes a bill or hundi drawn bv this tradet for re-dis- 
counting under his endorsement The banks although they 
may not know the drawers are very well familiar with these 
shroffs and so gladly ce-discount the hundi offered by him. In 
this way the shroffs or indiginous bankets help trade and indus' 
try, on the one hand, and modern banks on the other Accord* 
ing to the census of 1941. the number ot people engaged in 
banking, money lending etc is about 310 OCO but nothing is 
definitely known about the volume of rheir business The 
internal trade of India is much more important than her external 
trade So we may surmise that the amount of trade financed by. 
or through indigenous bankers, must be considerable Here we 
should make a discmctionbetween indigenous bankers and money 
lenders. The iormet grant loans, accept deposits and discount 
trade bills; the latter only grant loans Another distinction that 
may be noted is that the former lend money for purposes of 
production; while the latter lend for putpi^ses of consumption. 

On account of some questionable practices that were brought 
to light the pohey of different provincial governments in India 
has stiffened against the actiMties of money lenders The part 
that a village money lender plays is the money economy of the 
country is no doubt very important. He performs a \ery useful 
function, but on account of the misdoings of some ct his co-pro- 
fessionals, stringent measures have begun to be adopted against 
his activities, some of which are quite fair and leave nothing to 
be desired The unsamtactory condition of the Indian cultiva 
tors is due to a variety of causes, and cannot be attributed to the 
operations, real or imaginary, of the money lenders alone. How- 
ever several legislatn e measures have recently been enacted in 
one province after another. It is expected that as a result of 
these restraining and supcmsing measures some at least of the 
evils that had crept into this system will diminish considerably 
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even if they do not disappear altogether. What is really needed 
at present is to amend the system, not end it. The needs of the 
cultivator m a village can only b e satisfied by a village money 
lender, not by the Impenal Bank 

The indigenous bankers have also lost much of their import- 
ance and usefulness In this connection the Central Banking 
Enquiry Committee have suggested certain measures in order to 
restore their old posit-on and prestige. They say. “With this 
purpose in view the Reserve Bank and the Commercial Banks 
in India, may use such indigenous bankers for the collection of 
cheques and bills, in the same manner as they use joint stock 
banks or co-operative banks” They have also suggested the 
following additional lines of advance- — 

(a) Amalgamation of the business of the local indigenous 
bankers with the joint stock banks 

(b) Formation of a co-operative bank of indigenous bankers 
which would discount Hundjes of members, and re-dis- 
count the same with the Reserve bank 

(c) Adoption of bill broking as an integral part of the business 

of indigenous bankers. 

Indian Joint Stock Banks Previous to 1906, there were very 
few Joint Stock banks Most of those in existence were started 
by Europeans; but wichm the last 40 years or so. specially after 
the Swadeshi Movement of 1907, the number of such banks has 
gradually but steadily increased The movement originated from 
Bombay, when in 1906 the Indian Specie Bank was established. 
These banks made great progress during the first few years of 
theit existence Later on, some of them found themselves m 
difficulties, and there was a large number of failures m 1913. 
After this serious set back the joint stock banks improved their 
position, which they maintained till 1921 After this there was 
again a setback, which continued for a few years, but is now not 
seriously operative. 

There have been several causes of the failures of the Indian 
joint stock banks In the first place. Indians have not much 
experience ct prscctcsl bsnktag- In eEe second pface, some of 
the directors arc not very scrupulous in their dealings with the 
bank and its money. In the third place, the shareholders do not 
exert any influence upon their own directors, for improving the 
financial position of their institution. Other big banks under 
English control do not help them when they need help. The 
People’s Bank of India failed m 1913, not of any weakness 
in Its assets, investments, or policy, but mainly because of the 
virulent campaign of one paper against it which was not 
checked by the Government, and the refusal of the Anglo Indian 
Banks to give financial aid at the time when it was badly needed 
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Growtb of Joint Stock Banking The position of Joint Stock 
Banking is at present quite strong and promising The number 
ofbanks with Capital and Reserve of Rs 5 lakhs and over is 
5S, that of banks with Capital and Reserve between Rs. one lakh 
and Rs 5 lakhs is 125. The total number of Joint Stock Banks 
in India having capital and reserve of Rs one lakh and over is 
now about 189 Their paid up capital is abiut Rs. 1100 lakhs and 
reserve about Rs 700 lakhs* The deposits exceed Rs 130 crores 
and cash balances are about Rs 30 croies In recent vears joint 
stock banks have increased ja strength and influence especially in 
South India And yet their influence and power is nothing as 
compared to that in other important countries Moreover, they 
suffer from competition of Imperial Bank and its branches and 
so many powerful Exchange Banks Since the starting of the 
Reserve Bank of India their position may be said to have 
improved theoretically as the bigger and even smaller banks are 
now qualified to receive assistance and advice from the Reserve 
Bank provided they conform to rules and regulations devised for 
the purpose There is very great space for the impioveroent of 
joint stock banks. They can rrv to tolloa' along the lines laid 
down for them by their great compeers or compemgrs like the 
Imperial Bank and others. O.-i rhe one hand they should be as 
economical m their management as the indigenous banks and on 
the other they should be as efficient in thei'- working as modern 
banks 

Besides scheduled banks of Rs one lakh capital and reserve 
and over there are many small banking and loaning companies 
incorporated under the Indian Companies Act Their number is 
now approximately 1800 Out of this large number- there are 
only afauut 250 who hive a pud up cipitil of Rs 50,000 

The Imperial Bank The Imperial Bank of India was formed 
on January 27. 1921. by amalgamanng the three Presidency Banks 
of Bengal, Bombay and Madras The control of the Imperial 
Bank of India is entrusted to a Central Board of directors with 
local boards at Calcutta, Bombay and Madras The Central 
Board of Directors consists of 

' (al Presidents. Vice-Presidents and Secretaries of the local 
boards- 

(b) One person elected from amongst the members by each 
local board 

(cl One Managing Director and a Deputy Managing 
Director appointed by the Central Board. 

(dl Not more than 2 non offiaals nominated by tbe Governor 
General in. Council 

Under the Imperial Bank of India Act of 1920, provision was 
made for the increase of the capital pi the bank. The capital of 
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the Imperial Bank is Hi crorcs of rupees, divided into shares of 
Rs. 500 each. The paid ud capital and reserve on 31st Dec 1940 
was 11 23 crores of rupees The Bank, till April 1935, the date 
when the Reserve Bank started opeiations« enjoye'd government 
balances free of interest, and acted as government banker in the 
matter of remitting funds on behalf of the government, and looTt 
an important part in the management of the public debt It also 
acted, in some measure at least, as the bankers' bark, but its 
main business was with private customers It could not lend 
money on the security of immovable property It had its 
London Office, but it was not permitted to deal in foreign 
exchange, except on behalf of the Government So it could not 
facilitate foreign exchange business of the country, and was a 
purely commercial bank, with government support behind it 
The situation was not considered satisfactory, as it could not 
very well serve the purpose of a central bank For this reason, 
a full fledged central bank, namely, the Reserve Bank was started 

in 1935. 

The Imperial Bank, however, performed some useful service 
for India during the 14 years that it remained m existence It 
started 161 branches. 26 being started at places where there was 
no banking facility before. The government balances enabled it 
to do internal business conveniently, and with great facility. 
On account of the large number of branches, it gave considerable 
facility to Its customers, in the transfer of money from place to 
place at reasonable rates Apart fiom these, the Imperial Bank 
did not perform any really important service to the country It 
could not do any foreign exchage work as it was not permitted 
to do so It could not encourage industrial or agricultural 
development of the country, because it was a commercial bank 
and could not lend money for longer periods It did not help 
the co-operative banks also to the extent that it was expected 

Many members belonging to the Co-operative Banks com- 
plained before the Central Banking Enquiry Committee about 
the unsympathetic treatment of the Imperial Bank with the 
co-operative societies. There were some who said, thoagh m 
wrbi&paui tbat.U: pattatu&ed Ejiiopeaw a.t'd. b-ttns... 

and did not readily help Indian firms, even though the latter 
satisfied all conditions laid down by it except that of the colour 
of iheir skin ! With the government money equal to an average 
of about Rs 20 crores at its disposal, during the 15 years of its 
existence it did not so much hdp the commercial banks as 
It competed with them on unfair terms. No one, therefore, is 
going to shed a swgle tear at the lowering of its status and 
power, as a result of the commg into existence of the Reserve 
^ank of India. 
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Balance Sheet of the Imperial 6ank 
January 13. 1944 
LIABILITIES 


Paid up capital 
Reserve fund 
Fis:ed deposits and 
other a:counts 
Sundries 


Rs. a. p 
... 5,62.50.000 0 0 
5,75,00.000 0 0 

. .209,10.44.000 0 0 
3,50,51.000 0 0 


Total ...223.98,45.000 0 0 


ASSETS. 

Investments m Govt Secuntics 

Other investments 

Loans 

Cash credits and ovetdtafts 
Bills discounted and purchased 
Dead stock at cost, less* depreciation 
written off 

Sundnes (Staaoncnes stamps etc ) ... 
Cash in hand and with the Reserve 
Bank of India 
Balances with other banks 


Rs. 

127.13.50/D00 
2.75.85 000 

13.76.18.000 

19.68.33.000 
6.39.02,000 


1.69.41.000 

1.62.53.000 


48,12.63.000 
281,00 000 


Total - 223.98.45.000 


Exchange banks The exchange banks doing business in India 
are really the branches of banks that have their head quarters 
in foreign countries. They work in important parts of India, 
like Bombay, Calcutta, Karachi and Madras. It is very difficult 
to find out the details of their capital, or their business, as they 
do not publish any separate statement with regard to their 
business in India, yet we know that the proportion between 
their total business and Indian is very small They are mainly ' 
concerned with financing India's foreign trade, especially 
with their own head quarters ; but al£o> if possible with other 
countries of the world All those important countries which are 
engaged in foreign trade with India, have their banking estab- 
lishments in Bombay or Calcutta Japan, for example, used to 
have a branch of the Yokohama Specie Bank, and this branch 
gave every possible facility to the exporters of goods to or from 
Japan. In the same way, big banks in England, France, 
Germany, Italy and America have their branches in India. 
Sometimes several banks working m a single foreign country 
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open their branches here. At present the number of such 
banks or their branches is 18 Out of these. 16 are engaged in 
exchange business in connection with trade and industry while 
two have specialised themselves m looking after the interests of 
the tourists and givirg them every facility. The business of 
several banks has now been suspended due to the present war- 

It js a very regrettable feature, indeed, that our 
trade is controlled by foreigners through their own banks. Otir 
)o\nt stock banks ate not strong enough to carry on this exchange 
business The Imperial Bank was prohibited from doing it; the 
Reserve Bank although given this permission has not made any 
advance in this direction All profits m the form of commission 
on oui extensive foreign trade are still earned by foreign banks- 
But this is not all. These branches of foreign banks have also 
begun to make inroads into the internal business of the country. 
They have begun to discount internal bills, and have begun to 
attract deposits by offering slightly higher rates, because their 
profits are greater than those of other Indian banks. The 
Central Bank of India also opened a branch in London, for the 
purpose of carrying foreign exchange business between India and 
London This was the first instance of a purely was Indian Banking 
concern opening a branch of its own in a foreign centre, The 
total deposits of all Exchange banks secured m India have 
increased from Rs 10 ctores m 1900 to Rs 85 crorcs in 1940 
Treasury System of the Government of India. Before the 
establishment of the Imperial Bank of India, the balances of 
the Government, m different Tehsils and District head quarters, 
were kept in Government treasuries, under lock and key, and 
under a careful watch- Since 1920, its balances began to be 
deposited with the Imperial Bank and so the importance of 
treasuries has diminished to a considerable extent. Still, some 
amount is kept even now and is utilised profitably With this 
^ money, government perforins some amount of banking work 
‘Hundies are sometimes sold at one treasury upon another, so 
that money may be transferred conveniently, from one place to 
another place This system has got its advantages In the 
first place, it enables the government to utilise the surplus ot 
one place at another place, where there is some deficiency. 
In the second place, some conmussion can also be earned by this 
meins Private people can get as much facility in these treasur- 
ies, as they can get from the best banks Some thing like that 
IS also done by currency offices in different parts of India 

Post Office Saving Banks These banks have been started 
for the purpose of developing the habit of thrift among small 
^investors. The post office saving banks, -at present, receive 
deposits at a small rate of interest, and also issue postal cash 
certificates, which provide a still better means of saving to those 
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who have slightly larger sums of money at their disposal. The 
amount of deposits is now about Rs 60 crorcs The postal cash 
certificates have become vety popular and ha\e mobilised the 
savings of the lower middle class ci people w)io would not 
invest their money elsewhere. The foiloing figures show total 
deposits, and after calculations, deposits per head of population, 
in several countries of the world. The follo«:ng figures relate 
to pre-war years 


Country. 


Canada 

India 

Italy 

Japan 

Newzealaml 
United Kingdom 
United States 


Total Deposits 
(approximate.) 

63.000. 000 

551.000. 000 

2.676.000. 000 

3.832.000. 000 

700.000. 000 

4.360.000. 0'X> 

3.344.000. 000 


Deposits per head of 
population 
'approximate.) 

6 

2 

62 

47 

456 

98 

24 




Defects in Indian Credit Organisation, u) People m village^' 
still prefer lupees to a goveroraenc cucrcni.y note. When such 
is the case, the Question of introducing the cheiiue in villages 
cannot arise for a long time to come. People in cities and towns, 
no doubt, prefer government currency notes to rupees because 
the latter arc cumbersome Some of them have also begun to 
keep their accounts with banks, but what happens, in general. 
IS that the cheque after being drawn by the customer of a bank 
in favour of another person, is usually encashed, because this 
ocher person generally does not keep a bank account. So 
the development of credit, which is regarded as the greatest, 
achievement of modern banks is practically unknown in the 
country There are a few big cities where payment by cheques 
IS quire popular among trading and bnsiness communities .‘'uch 
are Bombay, Calcutta. Madias, Delhi. Cawnpore. AhmedabacL 
Colombo. Lahore and a few others This is nothing really, a? 
compaied to the extent of the country or its potentiality So, 
what IS needed most is the spread of education amongst masses, 
so that they may become tamihar with the cheque when it is 
given a Hindustani garb. 


(n) Credit has been devdoped, to a small extent in this 
country, only for the purpose of financing trade and comraeice 
This branch was, perhaps, regarded as more essential than others 
as It included ioreign trade also in which Englishmen were 
interested. Any way, whatever the cause, we find that only 
commercial banking has developed to some e.vtent m India. 
Other branches of banking nam^ industrial, agriculture, co^ 
operative etc, have been altogether neglected The commetcttif’ 
ban}t§ are so constituted that they cannot undertake to finance 



ELEMEKTS OF ECOXOSIICS 


807 


agricultural or mdustrial activities- This side of credit is 
absolutely undeveloped, ami it needs immediate attention, if the 
industrial development and agricultural regeneration of the 
country is seriously undertaken. It is not difficult to tackle the 
question of agricultural credit more satisfactorily. The village 
money lender cannot meet the requirements of the cultivator, 
except those which should not be met. It is. therefore necessary 
that agricultural, co-operative and land-raortgagc banks should 
be started in selected rural centres \Vc have discussed land- 
mortgage banks and co-operative banks, under co-operation. 

(ill) Uptil now the note issue was highly inelastic- There 
was no co-ordination between the banking and note issuing 
activities of the country The function of issuing notes was 
performed by the government: while that of banking was 
performed by the Imperial Bank. Since April 1935, however, 
both these functions have been transferred to the Reserve bank, 
and this defect of lack of co-ordination resulting in inelasticity 
has now disappeared 

(iv) On account of the wide extent of the country, and due 
to the very little mobility of cap’tal as between different places 
and different occupations, the Indian money market is not one 
unified whole Different rates of interest prevail m different 
areas. There is no co-ordination between them at all. Some- 
times there is a great surplus of funds in one centre, nnd a great 
scarcity in another Due to the absence of a proper contact 
with one another, and a proper understanding between the 
different constituents of the market, interest is not uniform and 
vanes widely from place to place. The Imperial Bank of India 
was expected to bring about this co ordination between various 
centres : but. if possible it made matters worse by its policy of 
discrimination on racial and other grounds In this respect it 
proved no better than any private bank, controlled by a single 
individual with pronounced bias of an undesirable character. It 
-never behaved like a semi state bank that it was, and dis- 
appointed all well wishers of the country. The Reserve bank 
of India has also as yet not fulfilled all expectations. 

The Reserve Bank of India The Reserve Bank of India Act 
was passed by the Legislative Assembly in the year 1935 and the 
Bank began to function from the first of April of that year 
From this date the Reserve Bank took over the management of 
the currency department of the Government of India, after 
creating a speaal department The amount of gold in the gold 
standard reserve which was about £40 Million was transferred 
to it tmd included under the assets of the Currency department 
The banking department also began to function from July 1,1935. 

. The clearing house was given under, known as the issue depart- 
ment, its charge from this date 
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The share capital of the Reserve bank is Rs. 5,00,00,000 in 
shares of Rs. 100 each, fully paid up The resen'e fund of 
Rs 5 00,00 000 IS provided bv Government to the bank in the 
form of Government Rupee Securities. 

Management. The management cf the bank is entrusted to 
a central board of directors which is composed ot (a) The 
governor and two Deputy governors appointed by the Governor 
General in council ib) Four Directors nominated by the Governor 
General m council (c) Eight derectors elected on behalf of the 
share holders on the vanous registers (d) One government official 
nominated by the Governor General m Council 

Business Iwbich the hank may transact. The Bank is 
authorised to carry on and transact the following commercial 
business : — 

The accepting ot money on deposit without interest; 
purchase, sals and re-discount ot bills of exchange, and pro- 
missory notes with certain restrictions, the making of loans andk 
advances repayable on demand or not exceeding 90 days againsf> 
the securities of stocks, funds, and securities <other than 
immovable property) against gold com. or bullion, or documents 
of title to the sum. and such bills of exchange and promissory 
notes as are eligible for purchase or re-discount by the bank; the 
purchase from or sale to scheduled banks of sterling in amounts 
of not less than the equivalent of Rs 10 000; making advances 
to the Governor General in Council and to local governments, 
repayable m different cases not later than 3 months from the 
date of making the advance, the purchase and sale of Govern- 
ment Securities of the United Kingdom, maturing v.ithm 10 years 
from the date of purchase and the purchase and sale of securities 
of the Goveturoent of India or of a local government. 

The Bank is authorised to act as an agent for the Secretary 
of State for exchange purpose; for the Governor General 
Council or the local government of India for the purchase and 
sale of gold and silver, for the purchase, sale transfer etc of bills 
of exchange, securities and shares, for the collection of the pro- 
ceeds whether from interest or dividends of any securities or 
shares; for the remittance of such proceeds by bills of exchange 
payable either in fnrfia or elsewhere, and for the management 
of public debt 

Right to issue Bank Notes. — The sole right to issue bank notes 
in British India is vested in the Reserve bank, and at the 
commencement, it shall issue currency notes of the Governmenc 
of India transferred to it by the Governor General m Council, 
and from the date of such transfer the Governor General in' 
Council shaU not issue any currency notes. The issue of bant 
notes shall be earned on by the bank in the issue department 
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which shall be separated and kept wholly distinct from the 
banking department 

Obligation to sell or buy sterling — ^The bank shall sell to, or 
buy from, any person who makes a demand in that behalf on its 
various offices sterling for immediate delivery in London at a 
rate not lower than 1 shilling 5, 49/64 pence, and not higher than 
1 shilling 6. 3/16 pence respectively; provided that no person shall 
be entitled to demand or buy or sell an amount of sterling less 
than ^10,000. 

Publication of the Bank Rate. — The bank shall make public, 
from time to time, the standard rate at which it is prepared to 
buy or re-discount bills of exchange, or other commercial papers 
eligible for purchase under the Act. 

The Bank shall publish weekly the accounts of both the issue 
and banking departments in the Gazette of India It shall also 
create an agricultural credit department The following is the 
Balance Sheet of the Bank as on Jan 21, 1944, 

The Balance Sheet of the Bank as on Jan 21, 1944 


Issue Department. 
LIABILITIES 


Rs a 

Notes held in the banking 

Department .. 834.75000 

Notes in circulation ... 854.^,3I.0(X) 

Total notes issued 

Total Liabilities Rs 


ASSETS 
Rs a. 

Gold Coin & Bullion ^ 

(a) Held in India -. 44,41,43,000 

(A) Held outside India 

Sterling Securities ... 744,83.96,000 


862.88 06 000 
862.88.06,000 


Total of A .. 789,25,39.000 

B. Rupee Com ... 15.29,94.000 

Govt of India Rupee 

Securities , ^ ^ 58,32,73 000 

in.ernal Bills of Exchange and other com- 
mercial paper 


Xotal Assets Rs ... 862,88.06.000 


Ratio of the Total of A to Liabilities. 91.467 per cent. 



310 


SYSTKUS or B4XK!NV. 


Banking Department 
LIABILITIES 

Capital paid by Subscribers 
Resers’fi Fund 
Deposits — 

(a) Government 
(i) Banks 
(c) Others 
Bills payable 
Other liabilities 


Total Rs 


Rs. 

5,00.00.000 
5 00.00,000 

55.61,2L000 

71.70.3-1,000 

4.82.35.000 

3.65.96.000 

11.66.69.000 

169 46.58,000 


ASSETS 


Notes 

Rupee Com 
Subsidiary Coins 
Bills Discounted 
tn) Intcral 
(6) External 

(c) Government ot India Treasury Bills 
Balances held abroad* 

Loans and Advances to the GoreTnn>ent .• 
Ocher loans and advances 
Investments 
Other assets 


Rs 

8.54.75,000 

23,97,000 

1,43,000 


Nil 

Nil 

3.43 71,000 
135,98 51.000 
1,07,00.000 
Nil 

7.81.81.000 

3.35.40.000 


Total Rs. . . 160.46,58,000 


Tbe Clearing House System — The development of banking on- 
modern lines means the use of cheques in making and receiving 
payments. In English speaking countries, especially England and 
America, this system has developed to a large extent. Most of the 
transactions in these countries, aie earned out by means of 
cheques. A bank, in the course of the day's business, receives 
a large number of cheques from its customers either for payment 
to others, or for being credited to their accounts. In this w^y 
different banks in a country get a large number of cheques 
drawn by customers upon one another, and so it becomes neces- 
sary that these claims and counter claims are satisfied with as 
little trouble or complication as possible The principle under- 
lying clearing house system is the payment of one set of claims 


•Includes cash and short-term securities 
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b> counter presentation of other claims The least developed 
system of clearing in any town is where each bank presents to 
the other bank, a bundle of claims which :t holds on others The 
payment IS not requued at the titno of presenting the claims; 
but the settlement is made subsequently hy paying only the 
balance between the claims and counter claims 

The next stage is reached when a common place ot meeting 
is fixed and the representatives otaJl banks reach this place In 
this way the trouble of the representatives of different banks 
in going from one to the other, for the purpose of presenting 
claims IS removed, The place having been fixed for all to meet 
at a particular time, the handing over of the claims' to a number 
of banks becomes very easy— only a question of a few minutes 

Then comes the final stage winch is the modern one Further 
economy is secured m the settlement by book entry of the final 
balances resulting from the claims mutually admitted When this 
arrangement has been completed it means the total elimination 
of the use of currency from beginning to the end 

London Clearing House — The London Clearing House was 
established in 1773. at first only for London pin ate banks In 
1854 the joint stock banks also became us members In that 
year the Bank of England was accepted as-tbe bankers’ bank, 
and It was decided that differences of claims arising as between 
one bank and the other may be settled by means of transfers at 
the Bank of England The London clearing house has three 
sections, tl) the town clearing, dealing with the cheques drawn on 
banks in the city area (2) the Metropolitan clearing, dealing 
with cheques drawn on banks and branches out side the town 
clearing, but within the area having a radius of about four miles, 
and (3) the country clearing, which deals with areas outside 
the range of the other two collections 

All bills and cheques received by a bank from difi^erent 
sources are at first passed on by the bank to its own clearing 
department, where they are sorted out, and the list is prepared 
in which all those hanks are enlieted from which monev is to be 
received. This list is sent through a person to the clearing house 
where the manager or the assistant manager, or the clerk in 
charge, notes the amount payable by each bank to this particular 
bank. In this way, after all claims and counter claims hav’e been 
received by the clerk in charge at the clearing house, and the 
claims and counter claims ate taken into consideration the final 
balances are struck, and each bank knows definitely hoiv much 
It has to pay to and receive from each of the other banks The 
' balances are not actually paid, but adjustments are made in their 
account? by different rDcroberf of the clearing bouse- 
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Indian Clearing House. — In India the most important clearing 
houses are those of Calcutta and BombaY. There are in all 9 
deatmg houses in India, where the work used to be carried on 
at the offices of the Imperial Bank before the Reser%-e Bank was 
started- , The nine centres are Calcutta. Bombay, Madras, Delhi, 
Karachi,^ Lahore, Ahmedabad Simla and Cawnpore The w ork 
. of the /clearing house uas earned on under the super\'ision of the 
Imperial Bank The membeis of the clearing house are the 
Imperial Bank, a number of exchange banks, and a few first class 
joint stock hanks No one is entitled to become a membe^ of 
the clearing house unless the appbcation is recommended by two 
members of this institution and ultimately accepted by a majo- 
-nty. Large sums of money arc cleared through Indian clearing 
houses, the total amount of clearing being 1064 crores of Rupees 
through Calcutta clearing house, and 1185 crores of Rupees 
through Bombay clearing house The total clearings for the 
whole of India ^mounted to about 2663 crores of Rupees in 1942 

AdvanUgei of the clearing house — It is a logical sequence of 
the development of modern banking, and it completes the chain 
If all men keep banking accounts, and all banks deal through the 
clearing house, there wiU be little need for the transfer of any 
money and all cransactions will continue to be carried out on 
credit alone It is an extension of the principle of credit, applied 
through the clearing house to a number of member banks. The 
work of the cteation of credit, carried out by each bank* 
IS largely facilitated by the clearing house arrangement* The 
progress of credit banking would have been arrested long before 
the present stage, if the clearing house mechanism were not 
started It enables banks to adjust their balances easily and 
quickly, without any tranfer of money. Some times the deanng 
house ilself performs the function of a bankers’ bank, and settles 
final differences between the member banks after making 
changes in book credits and book debits as the case may be. At 
other times the function of the clearing house is only to point out 
the details and positions of the final balances, while the actual 
work of adjustment and transference of money is done by another 
big mstitunon which acts as the bankers’ bank. 

Money Market — Let us define a money market in terms of an 
ordinary market. The definition will be something like this •- 

*A money market is a region where buyers and sellers of 
money are in so close a contact with one another that its price 
tends to become the same throughout the whole region.' In this 
definition we should carefully understand certain phrases- By 
buyers and seller of money, we mean borrow ers and lenders; and 
by the pnee of money w e mean the rate of interest. 

On account of the development of banking in modem times,, 
and also on account of acavjtjes of the stock exchanges in 
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different parts of the world, it has become very easy for money 
or capital to be sent from one place to another, or to be trans- 
ferred from one industry to another industry, The mobility of 
capital has very much increased m recent times Under these 
conditions there would normally be a tendency for the rate of 
interest to remain uniform throughout wide regions if^they are 
1 n ter-connected . 

The London money market is centred m Lombard ^street, 
where deaUngs m money for short penods are carried on. The 
suppliers of money, in this sense, are the big five banking institu- 
tions of London namely the Midland, the Llyods, the Barclays, 
the Westminister, and the National Provincial These are among 
the largest banking institutions of the world have a command 
over almost unlimited resources and can grant facihties to their 
customers in any part of the world They have their money 
invested at call, and short notice which mean^ that they ate 
prepared to lend a certain amount of money at a very low rate of 
interest, but which must also be payable either at call, that is to 
say, whenever demanded, or after a nonce of usually a week 
Then there are certian other funds which they can lend to people 
who have a demand for them, for different terms. But 
even the big five take their clue from the Bank of England in the 
matter of the rate of interest at which they are prepared to lend 
money to people. They ate guided in their actions by the dis- 
count rate published on every Thursday by the Bank of England. 
So, It is this amount of money seeking investment for different 
periods, which constitutes the supply of capital at a particulai 
tune in London. 

The London money market has a world wide reputation 
Before the last Great War, it was considered to be the only free 
gold market in the world, with London as the greatest financial 
centre But after 1918 London’s position suffered not so much 
»pn account of any defect or weakness in it as because of the great 
relative increase in the importance of America as the free gold 
market of the world. During the present war London has lost its 
important financial pos'tion and New York now occupies the 
position which London used to occupy 3 decades previously. 

The market rate of interest m England is governed by the 
Bank rate which is the official minimum discount rate at w’hich 
the Bank of England discounts approved bills of exchange for 
members of the money market This Bank rate gives the 
direction to, and serves as a basis of, other money market rates 
Defferent rates are quoted with reference to different periods 
for which money is needed, and also with reference to people or 
i mstitution demanding it The bankers’ deposite rate is that paid 
by banks on deposits left with them by their customers Till 
very recently, it was customary to fix this rate at per cent 
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cent below the Bank of England rate of discount But later on. 
a difference of 2 per cent became the rule. When the discount 
rate of the Bank of England Itself fell as low as 2 per cent in 
1932 others banks decided to pay a mmjcnum of i per cent on 
thcic deposits. There is also the bcokecs’ deposit rate, which 
IS paid by brokers and discountiag houses on money left with 
-them atlhort notice, and it is slightly higher than the bankers’ 
deposit rate 

The ■ commercial banks get a control over money only in 
virtue of their current deposits If they have a surplus of money 
lying with them on current account w’hich is nor demanded by 
current depositors, there is no reason why they should not invest 
It in such a Avay that It may bring them a small rate of interest 
and remunerate them for the trouble and worry of keeping 
current accounts for customers Off the one side a banker is 
anxious to utilise his surplus funds in such a way that he may 
be able to earn some interest upon it and thus increase hjs pro- 
fits. On the other side, however, be knows that most ot his 
liabilities ate demand liabilities Consequently, it is his duty to 
keep the assets in as liquid a form as possible, so that, whenever 
demanded, the money may be paid back by the bank These 
are the two considerations, which together influence the bank in 
Its policy of lending money at varying rotes of interest 

Cash, either with itself or with the Bank of England is the 
first line of defence, that is to say, if customers want their 
moneys back, their demand has to be met. at the outset, from 
cash in hand, or, which IS practically the same thing, from cash 
at the Bank of England But if the demand persists, and the 
cash IS about to be exhausted, the second Ime of defence, which 
consists of money at call and short nopce. is reached, and stems 
the tide of the customers demand In this way there are several 
lines of defence, which a bank erects so that its financial position 
may remain safe and secure Large sums of money are annually 
invested by English men in foreign countries through their banks. 
The banks themselves invest a certain percentage of their 
surplus resources in foreign or colonial government securities, 
or any other indu^ttal securities which ace safe and paying. The 
annua! income ot’Jingiand' in the term ot' interest tfom foreign 
investments was about /lys million pounds in 1938 It should 
be remembered that this income was 285 million pounds m 1927. 
On account. of the great depression, it went down for sometimes 
but It again began to go up During the current war, however 
the financial position of England has become very weak Most of 
her Dominions and India have paid off their debts and England 
has now been reduced to the position of a debtor country even 
}p relation to India. 
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Credit and Capital A very interesting question arises in 
connection with the relation between credit and capital- There 
are some who say that credit IS capital ; there are others, how- 
ever, who are not prepared to concede this. 

Capital is usually defined as that part of wealth which is 
used in the production of further wealth. So. all material aids 
to production are regarded as capital Taken in this sense, credit 
<^nnQt be regarded as capital- For anything to be. capital, it is 
necessary that it should be first wealth ; and nothing can be 
wealth which is not material and transferable. Credit is neither 
material, nor is it wealth, and so it cannot be capitjjl in the ordi- 
nary sense This question, however, cannot be disposed of so 
simply and easily It requites a closer examination and a more 
critical analysis. 

While discussing the quantity theory of money, we included 
under money not only metallic portion of it, but also all those 
ccedit instruments which preformed its function or acted as its 
substitutes. Government currency not^s, bills of exchange and 
bank credits were all included under money. Fisher, who has 
done most for popularising the quantity theory of money, includes 
paper money in his formula by which he seeks to measure its 
purchasing power; But paper money is nothing but a promise to 
pay a certain material substance a Pound or a Rupee or a Dollar, 
on demand We also know that in most of rhe important count- 
ries of the VrOrld, caper money is now inconvertible So its 
relation with that material substance hasbecome much less intimate 
than before,, and yet, because it performs the function and the 
work of money, it is taken as money, and no one makes any 
distinction between metallic money, and paper money. In India, 
for example, rhere is no reason why wc should not regard Govern- 
ment currency notes as money They are as good as Rupees 
If we regard that amount of money which is used for the produc- 
tion of wealth as capital, there does not appear to be any reason 
why Government currency notes used by a manufacturer or an 
agriculturist, in paying wages to hts labourers should not be 
regarded as capital, and why they should not be regarded as 
wealth' by labourers who with their help and m exchange for 
them, get many useful articles. 

That amount of paper currency, which is not in excess of 
the needs of community, and is freely convertible into metallic com 
of the land, standard or token, is as good as metallic money, and 
IS regarded as money by everyone- At this stage another point 
arises When a promise to pay a certain sum of money on the 
part of a government, can be regarded as money or wealth or 
•^capital, there is no reason why a promise to pay money by a 
person who possesses high reputation should not be regarded 
as such. A person borrows money from another, and writes a 
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piomissory note for Rs 100 that he borrows fcom the other- 
These Rs. 100 that he borrows, are given him, suppose, in the 
form of Government currency notes They areregarded ascapital 
by every one- In exchange for these, he too gives bis own 
promise to pay money, also on demand If his promise is as good 
as that of the Government, and if his promissory note can circulate 
from hand to hand, or in a restricted atcle. and perform the 
function of money by facilitating certain exchange transactions, 
there is no reason why it should not be regarded as capital, by the 
lender of money, and by the society tn which it circulates. If it 
cannot circulate at all, it will be regarded as capital only by the 
individuaf money lender, and so from the individual point of 
view It will certainly be capital but not from the point of 
view of the community If it can circulate more or less in 
the same way, as the promissory notes of the Government, 
there does not appear to be any convincing reason why it 
should not be regarded as wealth or capital. 

But let us leave, for the tune being, the case of an indivi- 
dual borrower and of bis promissory note Let us take up for • 
discussion that money which is called bank money and let us 
compare Governinenc money with bank money There was 
a time when banks were permuted to issue notes, m England, to 
any extent they pleased This system lasted till 1^4, hen the 
right was withdrawn from other banks and granted solely to the 
Bank of England Those banks which came into ekistence after 
1844 found their activities curtailed to a great extent by the 
passing of this Act They thought of another device, and that 
was the creation of credit, not by issuing notes, but by gi\ing the 
people tight to draw cheques upon themselves This is how banks 
create credit They are called bank credits or sometimes bank 
money, as distinguished from Government money. 

We now have before us different kinds of money having 
different origins There is the money which ones its origin to'' 
a mine on the one hand and a Government mint on the other 
There is money which owes its origin to the usually regulated and 
controlled, but sometimes un-tegulatcd and uncontrolled, will 
of the Government on the one band, anda note issuing machinery 

view of the monetary situation in a country on the one hand, and 
their own capacity to fulbl their promises on the other 
There is also money which owes its origin to a single individual 
who directs another to pay a certain sum of money to a third 
having first formed an idea about this individual's capacity tfc 
^Ifit his promise There is yet another money which owes its 
origin to a mere promise on the part of an individual to pav) 
money to a certain person in consideration of something which 
he has already received Eo we have metallic tnerty, Goa eiTirrent 
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currency notes or Bank notes backed up by the Government. 
Bank money m the sense of bank credits, bills of ' exchange, and 

ordinary promissory notes All these instruments perform, under 
favourable circumstances, the functions that metallic money 
performs. There does not appear to be any conclusive reason 
why a great difference should be made between the first kind of 
money and that other ones* 

Money is taken to mean that which is legal tender, and in 
this sense metallic coins. Government currency notes, or bank 
notes backed up by Government authority, are regarded as 
money , while the other instruments are only regarded as credit 
instruments and are not included under the term money Every 
one, however, knows that metallic money has now almost gone 
out of use, if not even out of existence Government currency 
notes or bank notes do not constitute more than 5 per cent of the 
circulating media About 95 per cent transactions are financed 
now a-days by bank money t»: . by cheques The former are 
. legal tender but the latter are not so But one is not satisfied to 
find only legal tender money, being treated as wealth or capital, 
while non legal tender money, even though of as sterling a worth 
as any other, and sometimes much more usctul. not being regard- 
ed as such. 

While discussing the quantity theory of money it was pointed 
out that if one Rupee circulated 10 times a day, while Rs 10 
circulated only once during the same period, there would not be 
any difference batween the importance of this one rupee and 
those Rs 10 For this reason, the rapidity of circulation of money 
■was given the same status as its quantity. If by a certain arrange- 
ment. banks can make Rs 500 do the work of Rs 5.000, is it 
wrong to say that the banks have created additional money to 
the extent of Rs. 4.500 ’ The question becomes more pertinent 
when It IS realised that without the banks the Rs. 500 wou*d not 
do more work than any other Rs 500 In a previous illustration. 
'It was mentioned that a certain person purchased an article from 
another man, and paid him by means of cheque This second 
person sent his cheque to the same bank upon which it was 
drawn by the first person. So by a mere change in the register 
the transaction was completed. The work was done, but no 
money figured anywhere May it be asked what was it that 
facilitated this transaction, and did not this ‘Something" act as a 
substitute for money 

So we come to the conclusion that if we carefully analyse 
the notions of capital and credit, we find that the difference 
between the two is not fundamental As a matter fact closer 
amalysis and a more critical study of all phenomena reveals an 
(^underlying unity and uniformity. It is not, therefore, quite 
absurd, as some economists suppose to regard credit also as 
wealth or capital, m a particular sense. 
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If we regard credit as a factor of production, there should 
be still less objection. When organisation, and even eiterprise, 
have been treated as independent factors of production, there is 
no reason why credit should not be so treated. The economic 
development of modern countries depends almost entirely upon 
the sttength and stability of their credit organisation Organis- 
ation and enterprise are merely special types of mental labour 
That is also the case with credit A greater amount of skill is 
necessary m a banker than in an organiser. Both help the pro- 
duction of wealth. So both organisation and credit may be 
regarded as independent and important factors of production. 



CHAPTER XVIII. 

FOREIGN EXCHANGE 

The Iroblem. The problem of foreign exchange is not 
fundamentally different from that of internal exchange. The 
only difference between the two is that in internal exchange 
the currency remains the same while in foreign exchange it 
becomes diff’erent If a certain merchant purchases goods from 
an other in the same country, the whole transaction can be 
completed by means of an inland bill of exchanges which does 
not present any special difficulty But if he wants to purchase 
goods from a freign country, the problem at once assumes the 
complications in as much as there is a difference between the 
currencies of the two countries. 

In order to understand the problem of foreign exchange, as 
It presents itself before us m modern titnes it is essential to 
understand, m the beginning how foreign trade was financed 
between different countries before the War. Although there has 
not been any essential difference in the theory of foreign trade, 
or foreign exchange, between pre-war and post-war periods, 
there have been some differences in details The problem has 
developed some special features which require a more careful 
handling than was necessary before 1914 For this reason we 
divide the study of foreign exchanges into two parts, the first 
dealing with the problem before the Great War. and the second 
dealing with the post-war period 

Foreign Exchanges belorethe Great War. Before 1914, most 
of the European countries and America were gold using countries. 
Gold was the standard of value, and gold coins, supported by 
bank notes or cheques, arculatcd in different countries On the 
Continent, bank notes were more popular ; while in England and 
the United States of America the cheque performed the function 
''•of money to a very large extent India had then, as now, a 
silver token currency for purposes of internal exchanges, but for 
purposes of foreign exchange the Indian Rupee was treated as 

> equal to Ish 4d; so that, for all intents and purposes, the rupee 

was trtated like a gold coin equal in imfue to lA5th of a sovereign 
China was then as now, a silver using country Some South 
American States also used silver for currency purposes Now and 
then, on account of some mtertial or international cnsis, there 
was inflation, and so a great rise in paper prices There were, 
eonsequently, disturbances m the foreign exchanges, but they 
were only temporary and resumed the normal course after the 
evil which caused them was removed. We wiU deal first with 

foreign exchange between two gold using countries m 1913, with 

a view to understand how foreign trade was financed at that time 
in the oidiniry course. 
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1 he problem of foreign exchange arises because of the 
existence of international trade If there were no international 
trade; and no other internatianal dealing, there would be no 
necessity at all for foreign payments It is only when payments 
have to be made to a foreign country, that this problem arises, 
Different cou itries have different monetary systems- They have 
coins of different metals, different dcno^iinations and different 
fineness, Obviously, the com current in one country cannot be 
accepted by people in another country. If all nations could come 
to an agreement, and adpot the same metal as their standard 
of value and also adopt the same coin of a definite weight and 
fineness the problem could be solved at once This has never 
been possible before, and is not likely to be practicable in the 
future. Accordingly, different countries of the world have their 
own currencies The English pound is different in weight and 
fineness fcom the American dollar, which is different from the 
French franc, which 13 again different from the’ Italian lira, and 
so on 

Although the coins mentioned above were of gold, and so 
all these countries were gold using countries exchanges between' 
them were not simple on account of differences m theit weight 
and fineness, It was therefore, necessary to find out a relation 
between the different coins. In mediaveal times there used to be 
money changers whose business it was to exchange the 
currency of one country for another If an Englishman wanted 
to go from England to Fiance, and started on his journey with 
say £ 25K) then on reaching the boundary of France, he would 
change English money into Ftench money according to the rate 
prevalent at the time, and settled with the money changer This 
rate had a close relation to the quantity of pure gold contained 
in the coins of the twocountnes ; although it was also influenced 
by a higher or lower demand for different coins What money 
changers used to do ui mediaeval times began to be partly done 
by mints By simple arithmetical calculations it was found ou£ 
as to how many coins of a paracular country were equal in value 
to that of another, keeping in view the quantity of pure metal con- 
tained in the two coins. In this way, mint pars of exchange 
were established. The following were the mint pars established 
m this way, in 1913. 

ubiVarsT 

1£ -25,22 Francs 

1£ =20.41 Marks 

1£ =25.26 Lire 

So, keeping in view only the mint pars of exchange, and 
disregarding for the time being all other considerations affecti^ 
the rate of exchange, it could be said that £100 were' equal w 
2522 francs, 486 6 dollars, 25^ lire and 2041 marks The mint 
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pars of exchange gave a tough and ready method of calculating 
the rate of exchange between any two gold using countries 

Foreign exchanges also, form a part of the general theory of 
value, and can be explained satisfactorily on the same basis. The 
demand for foreign money arises only when some payment has 
to be made to a foreign country For example, if England has to 
make a large payment to France the demand tor French money 
would increase; making it slightly more valuable than English 
money. When international trade and other dealings arise 
between different countries of the world, there is a demand for 
foreign currencies in different countries If some Englishmen 
have to make certain payments to the French, the latter also 
may have to make some payments to the former. So, on the one 
hand there is a demand m England for French money, while, on 
the other English money is n demand m France Comparing 
the aggregate demand in the two countries for the respective 
currencies, it may be discovered which currency is in greater 
demand . As a result of this increased demand its value would 
rise in terms of the other currency 

If England has to make a payment of £50 million in French 
money to the French creditors, while France has to make a pay- 
ment of £45 million in English money to the English creditors, 
It means that, on the whole, the Franc is in greater demand than 
the pound Thu would result in the rise of the value of the 
Franc as compared to chat of the pound. 

Specie points. If a Frenchman has to pay a debt of £100 to an 
Englishman, there are several courses open to him for liquidating 
rfiis debt. He may either send a messenger wirh gold worth 
£ 100 to his English creditors This is a highly expensive method, 
and so It IS not resorted to by any one The other way open to 
him is to purchase gold worth £100 and send it by post to his 
^Creditor m England, This is also not a cheap method of 
making payment to a foreign creditor He will, first of all, 
have to spend 2522 Francs m purchasing g' Id worth £ 100. 
Then in sending it by post, he will have to pay insurance charges, 
and will have to affix stamps etc Before the war it cost 10 
Francs to send gold worth £100 from France to England So he 
would have to spend in all 2532 Francs m making a payment of 
£ 100 to his creditor. 

The third and the cheapest way open t6 him u to go to a bank 
and seek Its assistance in the transfer of money from France to 
England. If he can get a draft from the French bank, he will be 
y^ved from the trouble of buying gold and packing, stamping and 
^'n'suring it. If in addition to this freedom from worry and trouble 
he can get a draft for £100 by spending a little less than 10Francs» 
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he should be very much satisfied So when he approaches an 
exchange bank in France and wants a draft on England for 
£|00 and the bank quotes tbc rate of exchange at which ir would 
be prepared to sella draft as 2528 Francs the Frenchman is 
doubly satisfied He is not only saved from the worry of buying 
gold and packing and insuring it but he also saves 4 Francs in the 
bargain In sending gold his expenses would have been 2522+ 
10=2532 Francs, but m purchasing a draft through the French 
bank he will have to pay only 2528 Francs at the rate of 25 28 
to a £ If however, the bank were not willing to sell him a draft 
at a rate less than 25 32, it would not make any difference to the 
Frenchman whether he sent the money by means cf a draft or 
sent gold. If the bank wanted a higher rate than 25 32, that is 
to say . if It demanded say 2534 Francs before he gave a draft 
for £ 100 on England, the Frenchman would not purchase the 
draft and pay extra tw’O Francs for £ 100, but would purchase 
gold and export it direct Under these circumstances the 
French banks would not increase the rate so as to compel the 
ths French debtors to begin to export gold from France to Eng- 
land. Consequently one liraitof exchange between England and 
France is £1=2532 Francs 

In the previous paragraph we had supposed that there were 
more exports from England to France than from France to Eng- 
land and that therefore the £ was m greater demand than the 
Franc, resulting m the value of the £ rising as comoared to that 
of the Franc If however there were more e.xpotts from 
France to England than from England to France, there would be 
a greater demand for the Franc than for the pound and conse- 
quently there would be a tendency for the value of the £ to hll 
in terms of the Franc The mint par of exthange being 1£= 
^’22 Francs, the race of exchange would be less than that. It 
might be. say, 25 16 This would mean that m exchange for 
£1C0. 2516 Francs could be obtained The value of the pound 
had fallen on account of a fall in its demand, while that ot the^ 
Franc had gone up because of an increase in the demand for 
Francs due to increased exports from France to England, and so 
increased anxiety on the part of English debtors to pay up their 
dues to the French creditors With reference to the mint par 
of exchange £100 w'ould enable ait Englishman to pay up 2522 
Francs to a French creditor; but because so many English 
debtors are anxious to make payments to French creditors, the 
the value of the Franc begins to rise The rise in the value of 
the Franc is evident frd!r. the fact that the rate of exchange falls 
below 25 ^Francs to a £. If this tendency persists, it may 
continue to fall still further As long as the rate does not fall 
below 25 12 Francs to a£ so Jong it would be profitable to the^ 
English debtor to buy a bank draft'upon a French Bank through 
an Fn|lish bank in England But if the rate goes below 25'12. 
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and £100 deposited in England do not enable him to pay off a 
de^bt of even 2512 Francs be would not buy a d'-aft but would 
export gold worth £100 to hts French creditor This course 
would enable him to pay off a debt of 2522 France after spending 
£100 and about 8 shillings or 10 Francs The rate of exchange 
thus comes to be 2512 for a £ for the Eng'ishman, which he could 
not secure from his bank If he could secure this rare, he wi uld 
not take the trouble of sending gold from England to France 
Banks do not generally like the prospect of gold leaving their 
country So, under ordinary conditions the Englishman would 
not let the rate of exchange between England and France fall 
below 25T2 This is then the other limit of the rate of exchange 
between England and France 

These two limits are called the specie points If the rate of 
exchange went above 2532 to a pound gold wi uld begin to flow 
from France to England, and the further rise in the rate of 
exchange would thus be checked On the%ther hand rf the rate 
of exchange went below 25 12. gold woula begin to flow from 
England to France, and (he further fall in the rate of exchange 
would thus be checked. In between these two limits the rate of 
exchange fluctuated from time to time and it w*as an unerring 
index of the relative positions of the two countries in the matter 
of mutual payments As between England and France, so 
between any two countries of the w-orld Within certain limits 
fluctuations in the rates of exchange would be countenanced by 
people who would continue to purchase drafts from their own 
banks upon foreign banks ; but if this rate tended to touch any 
of the twj extremities the purchase and sale of bank drafts 
would cease altogether, and gold would begin to flow from one 
centre to the other 

A Foreign Bill of Exchange A foreign bill of exchange is 
not at all different from an inla« d bill of exchange, except that it 
IS payable m a foreign currency It is drawn by the exporter of 
goods m one country upon the importer of those goods in 
another country ordeiingthe latter to pay the stated sum of 
money to the person named therein, after a stated pen d. The 
amount of money stated to be paid is usually the money current 
in the country of the exporte^^ The rate of exchang current on 
the day that the bill of exchange is drawn is also entered in the 
bill If an English exporter exported goeds worth say £l(X)0'to a 
French merchant, he would draw a bill of exchange for That 
amount but would also mention the rate of exchange which 
W'ould seive as a guide to the French importer After drawing 
the bill of exchange, the drawer cakes it to his Vank and offers it 
for sale It has not yet been accepted by the diawee and so is 
■ not yet a negotiable instrument f Inspite of this the bank in 
England advances money to the exporter of goods, or the drawer 
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of the bill, after securing his endorsement on the bill ot exchange 
in its favour. The bank for further security, also secures the 
bill of lading, which is a certificate of the receipt of goods by the 
captain of the ship, and also any insurarcc receipt of the com- 
pany. with which the exported goods might have been insured. 

All these precautions arc taken by the bank 
because the bill of exchange^ is not yet accepted by the 
drawee, and has not yet become a negotiable instrument. If 
the bill IS not accepted by the drawee on presentation, the bank 
will at once take delivery of goods in virtue of the bill of lading 
which It has got endorsed m its name If by chance the ship 
carrying the goods m question is destroyed by fire, the bank 
will claim payment of money from the Insurance Company with 
which the goods have been insured 

So every precaution is taken by the bank to secure itself 
against any loss. As a matter of factf it is ver^’ rarely that bills 
of exchange, drawn by exporters on foreign importers, arc dis- 
honoured When 'the bill, together with other documents is 
handed over to the bank of the exporting country, it is tent by 
It to Its branch in the importing country This bill is presented 
as soon as it is received to the drawee for acceptance After 

has been accepted, it may cither be held by the bank, or dis- 
counted with some other bank, and the cash so secured used 
for other purposes. 

; A Foreign bill of exchange and exchange banks A foreign bill 
of exchange performs a very useful service in financing interna- 
tional trade It is a mechanism that has been developed in the 
course of centuries but it will have to be admitted that a foreign 
bill of exchange alone cannot serve any useful purpose, unless 
there are exchange banks, having branches in dif^terent parts of 
the world, ot connections with foreign banks In trade between 
England and Fpnee. for example it would be impossible for an 
English dtawei\of a bill to get money several months m advance 
of the maturity of his bill, unless there are banks or other insti- 
tutions prepared to advance him money in anticipation of the 
acceptance of the bill by the drawee and its final payment 

In every country there arc ^th exporters aud importers of 
goods. While exporters draw bills of exchange upon foreign 
•importers of goods, importers arc anxious to send money in pay- 
ment of bills of exchange which they have accepted This remit- 
r ^nce of money Ts also earned on through exchange banks. 
These banks, thwefore on the one hand advance money to the 
exporters, and on the other receive money from importers. It 
is only in this way that they can carry on. their functions without 
any break or hitch. If jt were only the advancing of monev 



?6kRI0X EXCHANGE 


321 


to exporters of goods, and receiving it only on the maturity of 
the bills, the resources of even the largest bank would be exhaust- 
ed in a very short time. In every transaction, therefore, the 
banks earn a commission and thus make large profits^ As with 
bapks in one country, so also with their branches or connected 
banks in the other. When a bill of exchange drawn by an 
exporter in a country is negotiated by a bank, it is sent for 
acceptance immediately, together with the other documents, to 
its branch or associated bank in other country. This bank gets 
the bill accepted, without losing any time, and may now either 
hold it for the period for which it has- to run. or discount it 
with another bank/wbich carries on the business of discounting. 
Consequently, after getting it discounted with a bigger bank, or 
a discounting house ir holds money ready for being utilised for 
some other purpose In the mean time, if this branch or bank 
receives instruction from its headquarters or associated bank, 
to make payment on behalf of an importer to the exporter in 
the other country, the money held by it is paid to the person 
in accordance with the directions of the bank^ • 

An UluBtration. Suppose an English bank negotiates a bill 
of exchange of the value of £1000 drawn upon a French importer, 
pay able three months after sight, at the rate 25’28 Frarcs to the 
pound After securing the several documents from the English 
exporter, the English bank advances him money after deducting 
the amount of interest for the period that the bill has to run be- 
fore final presentation, and also something in the matter ot its own 
commission. After doing all this, the bank sends this bill and 
other papers, to the branch in Pans, where the importer resides 
The Paris branch of the English bank at once arranges to pet the 
bill accepted by the French importer. After this according to 
previous arrangement it discounts the bill with a bigger bank 
in France. It has now to its credit 25280 Francs, minus the dis- 
count charged by the discounting bank upon the bill It holds this 
■money in readiness to be utilised in the way directed hv the En- 
glish bank. 

In the mean time, an English importer has to pay. suppose, 
about 25000 Francs or about £1000, to a French man. from whom 
he had imported goods. He deposits money with the English bank 
after calculating the rate of exchange prevailing that d.iy between 
England and France. The English bank undertakes the responsibi- 
lity of making payment of this money to the French creditor, and 
so wires to its branch in Pans to make the payment of the surh to 
^2 French exporter who has been already intormed by the 
English importer beforehand. In this way the monev rhat was 
lying with the Paris branch of the English bank is utilised 

The English bank, on one side of the channel, at first advanced 
about £1000 to an English exporter, and helped him in his export 



326 


ELEMENTS or ECONOMICS 


trade. Very soon after, perhaps within a minute or so. it received 
about an equal sum, £ 1000 from an English importer and helped 
him m making payment to his creditor All the while, the English 
bank had to deal only in English money, while its Pans branch 
only in French No money had to go frcm one place to another, 
as It could not go on accout of the difference in contents and fine- 
ness of the two monetary units, and also because the money 
of one country is not acceptable in the other. It is also not neces- 
sary to export gold between the two places Under ordinary 
circumstances the whole work is carried on by the banks through 
bills of exchange 

The demand and supply of foreigo hills. It is very necessary - 
to explain and to understand the significance of the demand for 
and the supply of bills If in a particular centre say England the 
supply of bills IS large, it means that more goods have been 
exported from this country to the other centre or centres In like 
manner, if the demand for bills on any centre is large, it means that 
more payments have to be made bythecountiy to the centre 
upon which bills ari in demand Reverting to our previous illust- 
ration of trade between England and France, it may be said 
if the supply of bills in England upon France is large, it means 
that England has exported a large amount of goods to the latter 
country But if there is a great demand for bills upon France it 
means thatmoie people in England ha\e imported goods from 
France, and are anxious to make payments by means of remittan- 
ces, which can be possible only when the supply of bills on France 
*is also enough 

* The supply of bills, consequently, is determined by exports 
while thd demand for bills IS determined by imports If the amo- 
unt of goods exported from one countty to another is epual to the 
amount imported from that country, the demand for and the 
supply of bills would be equal There will be no difficulty for 
banks, either m one country or m the other to finance the expor^ 
and import trade between two such countries Also the rate of 
exchange between the two will not differ largely from the mint 
par of exchange This is, however, a rare occurrence. What actual- 
ly happens is that at one time there is a greater demand for 
bills on a particular centre, while at another the reverse is the 
case The general trend is determined by the total payments that 
have to be made by one countty to the other. Other items are, 
more or less, of a uniform character but the export or import of 
goo’ds IS variable, and difFera from year to year, and someticres 
from one part ot the year to another 

The Part that banks play If in a particular year, the amount 
of goods exported from England to France is much more thai^ 
that imported from France to England, the result will be that the 
supply of bills \u England will be large while the demand 
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for them will be small. The reverse will be the case m 
France. Consequently, the Franc will not be so much 
in demand in England as the pound in France, This 
would result in the value of the pound going up as compar- 
ed to the francs The mint par ot exchange between the two 
being 1 £— 2522 Francs, therateof exchange will now be more than 
1£=25’22 Francs, for the simple reason that the value ot the 
pound has gone up as compared to the Franc. The limit upto 
which this increase can go has already been indicated in a previo- 
us section It is 25,32 to the pound If the supply of bills is very 
large and the demand for them very small, it will be very difficult 
for English banks to cope with heavy one sided transactions. 
With a large supply of bills 6n France English banks will have to 
advance large sums of money to English exporters, while owing 
to a smaller demand tor bills on France they will receive smaller 
amounts of money for remittance to this countrs. 

It will be difficult, therefore, for English banks to make their two 
ends meet, and they will have to invest a large amount ot th^ir 
own funds As long as they can set off claims against counter 
claims they have no trouble: but when there is a great discrep- 
ancy between the export trade and the import trade, they find it 
difficult to continue their operations They, therefore begin to 
charge a higher commission from exporters before they agree 
to advance them money while they begin to give easy terms to 
importers because they ate m need of funds for facilitating further 
transactions The rate of exchange itself, which now comes up to 
^^ery near 25‘32, is advantageous to English importers while dis- 
aBvantageoxis to Ezighsk exporters If the rate of exchange is 25 22 
Fjancs, aq' English man can pay up a debt of 2522 Francs by 
depositing £ 100 with an English bank, It. however, the rate ex- 
change is 2528 Francs we can pay a debt of 2528 Fiancs 
by depositing thesame amount £100, or can pay up 
the same debt of 2522 Francs by paying sonlething less than 
£100 in England. This is surely an encouragement to get goods 
from France, because, the payment ot price is easy and cheap. 
Arguing in the same way it may be demonstrated that the higher 
rate of exchange is unfavourable to the exporters The result, 
therefore, of a high rate of exchange between England and France 
■would be that English exports willbe discouraged after some time. 
Automatic forces, therefore come intd operation which tend to 
restore the equilibrium between exports and imports from one 
country to the other 

Factors affectioag the rate of exchange between any 
two countries. The rate of exchange between any two countries 
is determind by tw’o broad factors, namely, (1) the demand and 
'supply of bills and (2) currency conditions The demand and sup- 
ply of bills is controlled by three sets of influences namelv (a) 
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trade inQuences lb) Stock exchange (c) Banking influences. 
Under trade influences we have to study (i) the export 
and import of goods and fii) invisible exports and 
imports Under Stock exchange inlluencc we have to discuss 
(i) investments and speculations in stocks and shares -(ii) 
arbitrage operations Under banking influences the effects 
of filbankecs' investments in bills (it) foreign loans and (in) cir- 
cular notes and letters of credit. 

The other bioad factor that affects the tate ot exchange is the 
condition of currency prevailing in different countries. Under this 
heading we have to discuss fa) the rate of exchange between gold 
using and silver using countries ib) the rate between a gold 
using country and that with inconvertible paper (cl the rate bet- 
ween twocounrncs with inconvertible paper money. The following 
chart maj’ be found com-enienr 
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DEMAND AND SUPPLY OF BILLS 

We will first discuss the eSect upon the rate of exchange of 
the demand and supply of bills This depends in its turn upon 
three sets of influences. The first is trade influences. 

(ai Trade Influences — A country exports to another country 
and also imports goods from it If it exports mere goods than 
It imports, the rate of exchange will be favourable, A favour- 
able rate of exchange is that which makes it possible for a 
country to import gold from another country This is a reminisc- 
ence of the mercanulists theory. They valued gold above every 
thing Ise, and »hey were right to a considerable extent in this 
preference That state of foreign exchanges which makes it 
possible for a co jntry to get gold in payment for its dues is right- 
ly regarded as favourable by the people of that country, for the 
obvious reason that, after the import of gold, monetary condi- 
tions in a country become easier. Money can be advanced on 
easier terms by the banks to customeis, that is to say. at a lower 
rate of interest, and for this reason trade activity increases, and 
more employment is given to people The superstructure of 
credit is raised upon the basis of gold Therefore, if the banks, 
and the general public regard that state of exchanges favourable 
when gold is likely to be imported, they cannot be blamed. 

When the rate of exchange between England and France 
teaches tlie hmit of 25 32 Francs to a pound, the stage is reach- 
ed when gold is at the point of being exported from France to 
England, for reasons mentioned in a previous discussion. Rather 
than pay a higher rate to the banks and suffer a loss, French 
importers would prefer to send gold to England which would not 
cost them more than the rate. 2532 Francs to a pound, as 
mentioned above. By Englishmen this rate of exchange is 
regarded as favourable This point in the rate of exchange is 
known as the gold import point by people m England. In 
France, however, this rate of exchange would be regarded as 
unfavourable as gold is likely to leave the country before long- 
andthis point m the rate of exchange is known as tbegold export 
point It may also be mentioned in passing that although the 
import of gold into a country from abroad is welcomed by every 
one, yet that rate of exchange which ultimately makes it possible 
h regarded as favourable espeaally by importers. The favouc- 
a'file or un'tavoura'dle rate o't exchange is, therefore, more often 
applicable to the importers than to the exporters. 

A simple criterion to find out whether any rate of exchange, 
quoted as between any two countries, is favourable or unfavour- 
able to the one or the other, is to first find out the par of 
exchange, mint or otherwise. Comparing this with the quoted- 
rate of exchange, it should be discovered whether the value of, 
the unit of currency of one country has appreciated ordepreciatcd 
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in terms of the currency of the other. If it has appreciated 
the rate is favourable ; if it has depreciated it is unfavourable 
/ (t) Exports and imports of Goods So. when there are more 
exports from a country than there have been imports into it, the 
rate of exchange will be favourable to.it Every factor that 
increases the claim of one country upon another, will go to make 
the rate of exchange favourable. If more goods have been 
exported the balance will have to be paid up either in the form 
of money, or in the form of extra goods 

(n) Invisible exports and imports. The export and import of 
goods is not the only factor that affects the trade conditions in a 
country. There are a type of exports and imports which do not 
figure in the board of trade returns They are called for that 
reason invisible exports or impoits England, for example, has 
invested large sums of money in foreign countries The amount 
of interest that it receives every year is very considerable Even 
though It might have exported something less to a country but 
because of the payments that it may have to receive from it in 
the form of interest the nte of exchange will be favourably 
affected when allowance is made for such payments Erplish 
banks earn large commission for services that they perform almost 
£o' the whole world English ships carry goods from one coun- 
try to another country and earn a large amount of freights 
America now occupies a position which is much stronger even 
than that of England in all these respects The amount of 
invisible exports from such countries has to be taken into 
cotisidetatton before the balance of trade struck off bet’xeen 
them and others As invisible exports make the rate cf exchange 
favourable, so inivisible ijnpotts tend to make it unfavourable 
India exports more visible giods. but imports more invisible 
goods, with the result that it is not m reality in an advantageous 
position. 

(b Stock Exchaoge Influences. « 

(0 Investments and speculations in stocks and shares After 
trade influences the second important set ot influences is the 
stock exchange influence There are now a days stock exchanges 
in all important countries of the world In these institutions 
fir^ class government securities and other national and inter- 
national stocks and shares are bought and sold If an Engligh- 
man purchases a number 9f shares of a French company floated 
in Pans be will have to make a payment m accordance with the 
number of shares that he has purchased Payment, therefore, 
has to be made on this account by the English bank to the French 
bank It is the same thing as if England imported goods from 
-France, and so had to make a payment for it- In this case it is 
not goods that are purchased but shares or securities in that 
country, for which payment has to be made Some times there 
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are speculations also in such international stocks. With a slight 
rise in the price of a security quoted in a country, people sell it 
in order to take advantage of a rise m price. On the other hand 
if, there is a slight fall in the price quotation at a particular 
centre buying orders .are received from foreign countries. In 
this way in exchange for a bundle of securities from one centre 
to another, money has to be paid by this or that country, pro- 
ducing a corresponding effect upon the rate of exchange. Some- 
times a quotation like that given here is seen in commercial 
papers “The Persian oils opened weak hut heavy buying orders 
from the Continent resulted in the price closing half up” In 
response to these heavy buying orders, securities of the Anglo- 
Persian Oil Company will be sent from England to these countries 
of the Continent where they Were bought and in return money 
would be received, or, as is usual, accounted for between the 
banks of different countries This would have Us effect- upon 
the rate of exchange ^ 

(ti) AthUrj^ge operations Sometimes it happens that the/ 
price of the same stock or government security is quoted differ- 
ently at different centres There are always and every where 
certain operators who are ready to take advantage of this dis- 
crepancy in the price quotation The moment it is known the 
arbitrage operators come into field Telegraphically or by means 
of the telephone they buy at the centre where the price quota- 
tion has been low and sell at the centre where it has been quoted 
at a higher figure The result of these operations is that the 
very small discrepancy that bad appeared by chance, disappears 
Within an hour or so, sometimes within a few minutes; but 
during this short period huge transactions are made which 
necessitate the sending of securities Iroin one centre to the other 
followed by money. 

» (c) Banking Influences. • 

(0 The third set of influences is the banking influences 
Banks play an important part in the determination of the rate 
of exchange independently cf theit direct demand for bills of 
exchange upon different centres. It has been the practice of 
continental’ 5an4s to Ao/rf a /arg'e number of ster/mg 611 ’ 1 ’s, that 
is to say bills of exchange payable in steiling. This was done 
by them in days before 1914 of which we are now realiv speaking 
At that time, England was a free market for gold A bill upon 
England payable in sterling was as good as gold itself In order, 
therefore, to invest their money^ at a profit the continental banks 
used to invest their money m bills of exchange drawn upon; 
England at various centres On account of this demand of banks 
for stfihng bills their pnee went up and the rate cf exchange 
was correspondingly affected. 
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(it) ForeigD loan* —Another way m which baaks affected 
the demand and supply of bills, and ultimately the rate of ex- 
change. was on account of their activity in negotiating loans 
between different countries. If England granted a loan, say to 
Belgium, money or goods would have to be transferred from 
England to Belgium The banks viUyed an imporiant part m 
all such matters, and by acquiring bills of exchange drawn upon 
Belgium at different centres, they managed to transfer the whole 
amount of the loan to the country 

(tit) Circular Notes and letters of credit — It must have 
become clear to the reader by this time that the rate of exchange 
IS not affected only by export and import of goods, but that 
there are many other influences t-hat are at work before the rate 
of exchange is finally fixed. Another important activity of the 
banks is to supply circular notes and letters of credit to their 
customers when they go to foreign courtnes. An Englishman 
wants to go from England to Italy, and proposes to remain out 
on tour for about three months. During this period he requires 
a large amount of money for expenses What he does under 
such circumstances before leaving for Italy is to arrange with 
an English bank for credit abroad, m this case Italy The 
English bank which has cither a branch of its own in Rome, or 
IS m intimate relations with other banks in Italy, gives circular 
notes in which the amount for which the English customer wants 
credit IS mentioned and which can be shown to different banks 
in different countries; or an ordinary letter ot credit is given for 
a bank in Rome This Englishman spends a certain amount of 
money in Rome but after some time the Italian bank claims all 
that money which It advanced to this English tourist and which 
will now have to be sent from England to Italy 

B CURRENCY CONDITIONS. 

In the foregoing paragraphs we have discussed those factors 
that affect the rate of exchange between any two countries 
through the demand and supply of bills There is, however, 
another broad set of influences which affect the rate of exchange 
not through the demand and supply of bills but, t.bmu eh- ou -jjmny. 
.fondi tions. A s long as the two countries engaged m international 
tiade areooth gold using countries, the rate of exchange between 
them IS affected only by causes men loiied above; but if one 
country is a gold using country and in the other the currency is 
silver, a new factor is introduced AU the causes that influence 
tihe rate of exchange through the demand and supply of bills 
will remain in operation in the same way as before but there 
will be an additional cause namely that of valuation in the 
relative values of gold and silver- The rate of exchange between 
a gold using and a silver using country can be fixed at any oner 
time by finding out the relative values of gold and silver, ajid 
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then by findmg out t'hs quantity of pure gold contained in the 
coin of the gold using country, and the quantity of pure silver 
contained in the com of the silver using country In this way 
a par of exchange is fixed, which cannot strictly speaking be 
called a mint par of exchange but which is applicable only either 
between two gold using or two silver .using countries. This par 
of exchange so established, is liable to fluctuations from tune 
to time, if the value of one metal changes in relation to that of 
the other This was an important cause of the variation in the 
rate of exchange between England and India from 1871 to 1893 
when the volue of silver fell considerably m terms of gold, and 
again during the war from 1915 to 1919, when the value of silver 
rose considerably as compared to gold. It should be remembered 
that the variations in the rate of exchange between two gold 
using countries are very small, and restricted within definite 
limits set by the two specie points ; but as between a gold and a 
silver using country these variations ‘are very considerable, and 
no definite limits can be set to them 

(ti) Another case coming under currency conditions is that 
between two countries, one of which is on a metallic standard 
while the other IS on a paper standard When paper currency 
in a counliy becomes inconvertible, and there is consequently an 
over issue of paper, the rate of exchange fluctuates violently. 
The value of this inconvertible paper money will continue to 
depreciate with the increase in its quantity: and with the increase 
in Its depreciation the rate of exchange will also begin to be 
affected. If France issues large quaniites of paper mom y far in 
excess of the demand of the community. Its value will begin to 
depreciate m terms of gold Francs What happens on such 
occasions is chat two prices appear in the country, one the gold 
price and the other the paper puce The difference between 
the two measures the depreciation of the paper in terms of gold 
The fate of exchange between England and France will be very 
mueh affected on account of this change in the currency condi- 
tions of France It will now not remain confined wiihm the 
limits set by the two specie points. It will be remembered that 
that this limit becomes operative only because when it is reached 
gold begins to flow from one country to another country But 
m. a country with mronvcrdble paper money gold is prohibited 
from being exported to other countries and it is not available 
to private people When therefore gold cannot be sent to 
other countries in payment of debt, the rate of exchange will at 
once pass beyond the limits of the specie points One pound 
may therefore be exchange for 26 30 50*100 or even more 
Francs according as the depreciation of the paper Francs is more 
or less. "Hie rate between England and France will be the rate 
between ^Id and paper Franc Tlie only limit is the quantity, 
of the inconvertible paper and its depreciation in term? of 
gold 
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<»ii) There is a third c^se coming under currency condi- 
tions which IS full ot interest If both the countries engaged in 
international trade arc on an inconvertible paper standard, the 
rate of exchange between them will be determined according to 
the relative depreciation of the paper money m each of the two 
countries m terms of gold. If the depreciatioa in both is equal, 
the rate of exchaiige will not differ from the usual rate , but if the 
depreciation in one is greater than that m the other, to that 
extent the rate "ill be more unfavourable to one country than to 
the other Let us suppose that both England and France begin 
to issue inconvertible paper money in excess of the demand, and 
the export of gold is prohibited in both. Even though gold 
exports may have been prohibited from one country to another, 
yet gold IS certainly in existence, and so the depreciation of paper 
money in both the countries can be measured in terms of gold. 
If the depreciation of paper money in France is twice as much as 
It is in England, the rate of exchange between the two countries 
will be near about 1£ (paper) equal to 50*44 Francs (paper). This 
state of things will continue as long as currency conditions are 
not restored to the normal When any one or both the coun- 
tries come back to the gold standard, the rate will again begin to 
be determined according to old conditions. 

Foreign Exchange During and alter the Great War. So far 
we have Iiscussed foreign exchanges as they existed in the world 
before the outbteak of war in 1914, when conditions were 
normal After the outbreak of the war, conditions, every where, 
became abnormal. The free export of gold was gradually dis- 
couraged till It was actually prohibited. The quantity of paper 
money issued indifferent countries became very large, as it was 
needed for financing war operations and there was no easier 
method to get, immediate command over resources than by 
issuing a large amount of paper money not convertible into gold 
This paper money, therefore began to depreciate as its quantity 
_exceeded the requirements of trade During the 4 years of war 
conditions remained unsettled, except in America, which 
remained more or less a free market for gold England had to 
come down from the high citadel and her paper money became 
inconvertible and tbe country no longer remained a free market 
ioT gd'iili. In Trance large amounts oi paper money were issued 
and depreciation of the currency became correspondingly very 
large. The rate of exchange between England and France became 
1£ to 55 Francs, which meant that the depreciation of the paper 
money in France was more than twice as much as it was m 
England In the same way. the currencies, of different countries 
were depreciated by excessive issues of paper- The rate of 
exchange between England and America measured the depreci* 
V ation of the English money as compared to the American Dollar, 
which was still the standard money Before the War, the rate 
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ot exchange bet\\ een England and America was equal to 
4 866 Dollars In 1919 it became 1 £ equal to 3 2 Dollarsi which 
meant that the depreciation in the value of English money as 
compared to the Dollar or gold was about 66 per cent Nearer 
home, the rate of exchange between England and India during 
the War underwent great changes. They are discussed in details 
m the next chapter There was no appreciable depreciation of 
paper money vn India, but there was a new factor, namely> a 
great rise in the value of silver. 

In short, during the war, gold ceased to circulate in Euro- 
pean countries in the first place, although it still nominally 
remained the standard of value In the second place, a large 
quantity of inconvertible paper was issued m order to finance 
war operations These excessive issues of paper could not be 
withdrawn even after the war. with the result that the standard 
money of different countries had to be devalued in terms of gold- 
That IS to say, while previously the rate between England and 
France was !£ to 25 22 Francs, later on it had to be fixed at 55 
Francs to the pound, and again at 124 Francs- 

The eff'ect of the depreciation of paper money or of inflation, 
IS different on different classes This has been discussed in 
connection with the quantity theory of money, Its effect on 
international trade is that a high rate of exchange, by 
>iihich IS meant more toreign money in exchange for local 
money, is that imports ace encouraged into the country and 
exports are discouraged If, however the rate of exchange 
IS low, tha' is to say, less foreign money is given in exchange for 
local money, it_ encourages* exports and discourages imports. 
When, theiefore, the rate of exchange between England and 
France became \£ to 124 Francs a great encouragement was 
given to French exports to England and other foreign countries 
whose rate of exchange had not depreciated so much. This is 
an additional temptation to increase the issue of paper money, 
as for the time being at least, it gives employment to many 
people on account of increased trade activity- 

The depreciation of the Mark in Germany, after the signing 
of the peace treaty at Versailles has been unique in recent 
history. During the War, the value of the mark depreciated as 
did the value of the Franc or the pound or the Lira, though 
even then the depreciation jn the Mark was a little more 
pronounced. But after her defeat, and the prospect of paying 
indemnity and reparations, the value of Mark began to fall 
alarmingly. It continued to fall steadily and rapidly till on 
January 10, l923 the quotation was 48000 to the £ while, be it 
remembered its pre-war rate was 1£ equal to 20 413 Marks In 
February It was 250,000 to the £, in June 480.000. in July 480,000- 
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and by September the rate had become 480 milbons to a £. This 
unheaid o£ depreciation could be possible only by an entirely 
uncontrolled issue of paper money. These paper Marks rvere 
really not worth even the paper on which they were printed It 
should not be understood, however, that 480 million pieces of 
paper Marks were given in exchange for a £ What happened 
was that on a piece of paper instead of 10 Marks 100 million 
Marks was printed, and the paper at once became of that value 

While the condition of a large number of people in Germany 
became pitiable, especially ot those who had fixed incomes from 
land or property, stocks or shares or salaries, that of those whose 
incomes were variable and who were engaged in agriculture or in 
industries was not so bad General prices went up tremendously, 
though wages, as usual, did nse to the same level- The effect of 
this great depreciation in the value of the Mark was that German 
goods in other countries became very cheap An article which 
cost 480 million Marks m Germany, could be had for one £ in 
England, while previously a commodity worth only about 20 
Marks could be had m exchange for it- Making allowance for 
the great rise in pcices ici Germany, even then this depreciation 
of the paper money encouraged German exports to foreign 
countries to a very large extent. There are some who are of 
opinion that this depreciation was a deliberate and a clever move 
of the German politicians who even m their defeat continued to 
receive cash and money from abroad The point may be explain- 
ed further 

When the depreciation of the Mark commenced, people 
thought that it was only a temporary phase, and that after some- 
time Its value would be stabilised according to the old standard- 
The German politicians tried to foster this belief When the 
rate of exchange between England and Germany became, say, 
100 Marks to a pound. Englishmen thought of sending money to 
Germany, as they could get a credit of KK) Marks in Germany by 
depositing one pound in England- They thought that when the 
value of the Mark was restored to its former level, and became 
about 20 Marks to a pound, they would get back the 100 Marks 
in terms of pounds in England and so would get £5 in place of 
hiul dA’pt.y.’sd. vr. tbft. h/v^nmn/^ 
this temptation people in England, other European countries, 
America, Asiatic countries and even India, began to send money 
to Germany. They deposited gold or silver with the banks m 
their countries which got them credit with the German banks. 
Sometimes banks in other countries had to send gold to Ger- 
many in exchange for credits so secured and created- After 
some time the value of the Mark became 500 to a pound Then 
people thought that the lowest limit had been reached, and that 
It Was time to get credit in Germany So a steady movement 
of money towards Germany commenced. In this way with every 
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fall in the value of the Mark, people in various parts of the 
•world thought that all those who had transferred money at IQO, 
500, 1000 or 10000 marks were not as wise as they themselves 
■who -were transferring money at the rate of lOGOOO Marks to a 
pound. But the value of the Mark never found its lowest limit. 
It "went on falling as mentioned above till it became 480 million 
Marks to a pound During this period vast amonnts of money 
had been attracted by German banks; and the Mark was stiU 
falling * 

While on the one hand, Germany was thus attracting money 
from abroad and from those countries which had defeated her ■ 
and were demanding and receiving indemnity and reparations, 
she was also receiving money from them by selling cheap articles 
against' which articles manufactured in those countries could 
never compete, unless they depreaated their currency to the 
same extent as had Germany. In the end under the threat of 
a Bolshevik revolution Germany escaped scot free from the liability 
of returning the large amounts ot credit secured during this 
unique period m her currency history. 

The story of the three brothers which has been quoted by 
Vernon Bartlett in ‘‘New Germany Explained,*' 15 repeated here 
to/illustrate the condition of Germany during the period of 
this inflation or depreciation after the War ‘‘One of the three 
brothers was very careful and put all his fortune into Govern- 
ment stock; the second spent most of his money in order to fill 
his wine cellar; the third went to a lunatic asylum before the war* 
During the inflation, the first neatly starv ed, because 'with a'l his 
careful hoarding, he could not buy/u square meal ithe value of 
government securities had fallen to such an extent that no body 
would purchase them at any price) The second brother sold the 
bottles in his wine cellar for enough money to keep him in re- 
lative luxury (This shows that the value of even ordinary 
commodities was sufficiently high in terms of paper Marks ) The 
third brother was released from his asylum, and among his 
belongings that wece handed back to him, was a gold 20 blatk 
piece. Knowing nothing of the war and inflation, he handed this 
coin to the cab driver who brought him home The cabby, (cab 
driver) bewildered, drove him to a bank (he had not enough paper 
Marks with him to give change foe the gold 20 Mark piece). 
There he was offered so many million paper marks in exchange 
for his coin that he decided he could not yet be cured, and so 
went back sorrowfully to his asylum.” 

The theory of Purchasing Power parity. Before the war, when 
■most of the European countnes and America were on a gold 
standard, the problem of foreign exdianges. though complex on 
account of its very nature, 'was not so much complicated as it 
became|durmg the war and cspeaally after its close The reason 
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for this new complicatio i was the over issue of paper money in 
every important country anJ the declaration of its inconvertibility. 
When gold formed the basis of internal and external exchanges, 
the specie/pomts between different countries acted fairly well as 
the ultimate limits within which the rate of exchange could 
fluctuate If, on account of abnormal payments one side or 
the other, a particular limit was reached, and the banks in the 
trading countries found it difficult to continue to finance the 
foreign trade out of their own resources they let the rate of 
exchange exceed the limits and thus set gold moving from one 
country to another But witly the practical disappearance of 
gold from these international dealings the specie points became 
inoperative, and people were deprived of a very convenient 
method of understanding the working of the foreign exchanges. 

With gold out of circulation, and paper money inconvertible, 
the rate of exchange between different countries began to b e 
^ermined on the basis_of the purchasing, powf r’ or money of 
differ ent countries The purchasing power of gold was about 
eqiial^throughout the world, especially with regard to those 
commodities which were bought and sold in greater part of the 
world. Now, however, the jpucchasing powec.._p£ different 
currencies (paper money) was”Hetermmcd with reference "to tHeIr 
quantity in circulation, anffthe dema'nd for tKem.~ This was, of 
course,., different— jn dtfferent,.countiies. A relation between 
the currencies of two countries whcn~both are on a gold 
standard is difficult to establish The mint pars could be 
easily calculated and could then help m discovering the values of 
other currencies in terms of any one A relation could also be 
established between a gold using and a silver using country, after 
finding out the relative values of gold and silver. Even as 
between a gold or silver using country and another with 
inconvertible paper money, a relation could be established, 
though not without difficulty, by calculating the depreciation of 
paper money as compared to metallic money in a different count 
ry. But the problem became still more complex when most of 
the countries gave up gold standard and adopted a paper stand- 
ard Here purchasing power parity came in to take the place of 
the old mint par of exchange. 

While discussing Index numbers it was explained that their 
important function was to measure the /alue of money. Measur- 
ing the value of money is determinin^ts purchasing power If 
a number of commodities, which are more or less in demand 
throughout the civilised world, are selected, and with reference 
to them the purchasing powers of the currencies of different 
countries are determined, ratios can aUo be fixed between the 
currencies of any two countries. Suppose that after selecting 
such representative cotmiodmes it is discovered that the purchas- 
ing power of English money is 4 times that of American money, 
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155 times thatl of French money and 13 times that of Indian 
money -we will not be wrong if we say that 1£=4 Dollars; 
1£ -155 Francs and l£=Rs. 13. 

This procedure will, no doubt be very rough and not free 
from difficulties and even defects; but in the absence of any other 
method it is certainly the bast. The commodities selected may 
not be all so representative as to serve the important purpose of 
measuring the values or purchasing powers of the currencies of 
such widely divergent countries like America and England, 
Germany and Italy, China, Japan and India. Again, it will be 
necessary to measure the purchasing powers of different 
currencies every now and then and with every difference in the 
purchasing power of any. make the necessary change in the rela- 
tive values of different currencies , 

If. for example, more paper money has been issued in France 
than elsewhere, naturally the purchasing power of the Franc 
will dimmish, and consequently more Francs will have to be 
given in exchange for the Pound. the Dollar, the Rupee and so 
on However, with all the difficulties and defects, the theory of 
purchasing power parity can better explain the post war move- 
ments of foreign exchanges than any other theory propounded 
so fat 



' CHAPTER XIX 


INDIAN CURRENCY AND EXCHANGE. 

It is not necessary here to narrate the ancient history of 
Indian currency We may only mention in this connection that 
during the days of the Hindu Empire, both gold and silver coins 
circulated side by side, though it cannot be said definitely whether 
the system was purely bi-metallic. in the sense in which we 
understand it to-day or, it was a difiFcrcnt system. In any case. 
It is an established fact that during the Hindu period Indians 
were quite familiar with the use of gold coins. When the 
Muslims came* to India, they continued the same system of 
currency that they found prevalent in the country. Even then, 
gold and silver coins were coined after the Persian model : but 
after the break up of the Mughal Empire the system of currency 
did not remain uniform. Numerous petty Rajas and Nawabs 
acquired mastery over different areas of the realm The first 
thing which they wanted to do was to set their own com into 
circulation m order to demonstrate the fact of their sovereignty. 
When the British East India Company acquired political control 
over India, it found currency m a very confused state There 
were hundreds of variety of coins current m different parts of the 
country. 

Emergence of the Indian Rupee. Out of this confused mass, 
the Government of India selected the Madras com as the best 
for adoption throughout the w'hole country. The present Rupee 
IS based on the model of the Madras com as it was in the year 
1835 So the Government of India adopted silver as the standard 
of value and opened the mints to the public The Rupee remain- 
ed ll/12th' fine upto 1940 when its silver ccntenis W’ere reduced, 
and w’eighed one tola It contained 11 maahas of silver and one 
niaaha of alloy- The silver contents have now been practically 
halved After 1835, however, silver bullion could be sent to the 
mint in certain minimum quantities, and could be freely coined 
into Rupees. Rupees also could be freely melted into silver 
whenever desired. This state ot things continued for a consider- 
able time: but from 1871 onwards., conditions, m. the. w.orJd. 
changed to a great extent. The rate of exchange between India 
and England was prior to 1871. two shillhngs to the Rupee ; that 
IS to say. in exchange for a gold sovereign ten Rupees were given 
But after that, the value of silver began to fall as compared to 
gold, on account of world conditions A few causes of the fall 
in the value of silver at this period as compared fo gold, may he 
given 

Causes of the fall in the price of Silver. (I) In 1870-71 Ger- 
many won a great -victory over France, and demanded and 
realised a heavy indemnity from her. Encouraged by the great 
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victory and depending upon the indemmty. Germany decided to 
demonetise her silver currency, and adopt gold moco-metaliic 
standard after the English model. This action on the part of 
Germany threw upon the market a large amount of silver, and 
created a great demand for gold Following the exarople of Ger- 
many. other cojntnes like Austria. Italy, Sweden etc, also began 
to give up silver as their money material, and began to adopt gold 
as the standard of value and a medium of exchange This 
naturally disturbed the relative position of silver and gold in the 
market. 

(2) This was also the period when gold mines in Australia 
and California, discovered in 1818 began to show signs of 
exhaustion. For this reason the value of gold began to appre- 
ciate in terms of silver, and consequently silvei began to dep- 
reciate in terms of gold 

(3) Some very rich stiver mines were discorered in Nevada 
(America). The result was that enormous quantity of silver 
began to be mined and thrown on the market. The pnee of 
silver was therefore still further depressed 

(4) As if every thing was co aspiring against silver, a chemical 
process was discovered, called Desilvensation of Lead. By this 
process, silver which was always known to be present in lead, 
could be easily separated from it. which was not possible before 
thv discovery of this process On account of this, enormous 
quantities of silver were produced and sant to markets for sale 

The cumulative effect of all these factors was that the value 
of silver began to fall m terms of gold to a very great extent 
How the fall in the value of silver affected the rate of exchange 
between India and England, deserves .attention When the value 
of silver began to fall, the rate of exchange also began to fall 
From two shillings to the rupee, it fell gradually to about one 
shilling to the Rupee during the course of 20 years. While pre- 
viously Rs 10 were equal in value to a gold sovereign, now, not 
ten, but twenty Rupees had to be given in exchange. This meant 
that the depreciation in the value of silver, as compared to gold, 
bad become fully 50 per cent Its value had become exactly one 
half of what it was m 1870. With the rate of exchange at one 
shilling to the Rupee, great disturbances were caused in the trade 
and industry of India, and other Anglo Indian relations 

Eff«cts of the fall in the price of eilver- An illustration will 
make the point clear When the rate between India and 
England was tno shillings to the’^upee. or Rupees 10 to the 
pound, an article worth a pound in England, could be had for 
Rupees 10 in India When the rate of exchange became one 
shilling to the rupee, the same commodity could not be had for 
I 9 S 8 than Rupees 20. Thus the price of English manufactured 
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articles became double during the course of 20 years. On the 
other hand, the prices of Indian mad* articles, became half of 
what they were before in England This meant a great discourage- 
ment to English imports into India and gave a great encourage- 
ment to Indian exports to foreign countries This could not be 
liked by people in England, and perhaps, also by the Government 
of India 

There was, however, another great difficulty Large sums 
of money had been borrowed by the Indian. Government from 
England for the construction of Railways in the country Inte- 
rest had to be paid every year to English creditors They had 
stipulated m the very beginning that they would like to get 
their interest in gold in England, irrespective of the changes in 
the rate of exchange So this amount had to be provided for 
them in England every year. Suppose the Government of India 
had to pay 20 million pounds per annum, as interest and other 
charges to England If the rate of exchange were 2 shillings to 
the rupee, the Government would have to collect only 2 bundled’ 
million Rupees, in order to enable the Secretary of State for 
India to pay 20 miUbn pounds to the English creditors on behalf 
of the Government of India But when the rate of exchange 
became 1 shilling to the Rupee- or Rs. 20 for a pound* not 2 
hundred million rupees, but 4 hundred million rupees bad to be 
collected by the Government for the said purpose' It nas not 
possible to increase taxation every year Moreover, this was 
also the period when the country was suffering from losses m the 
working of railways. For all these reasons the Government of 
India found itself in very great difficulty. There was a great 
deal of uncertainty m the minds of the people regarding the rate 
of exchange. A sort of speculative spirit bad begun to take 
possession of them- They were not sure of the future, and did 
not know whether the rate of exchange would rise or fall. Those 
who did not like to take risks had to keep themselves aloof from 
business activity 

Closing of the Mints. Consequently, the Government of India 
appointed a committee under Sir John Herschell m 1893. This 
committee cecommeoji^ tEut abnubi he. clased _ to iJ ie 

c oinage of_s ilver. so_that the supply of^upees may become 
thaiTbetorei an3”may ultimately be brought under the control 
of the Government of India. For 5 years, therefore, there was 
““iriting of fresh rupees Their supply was thus restneted, 
while the demand went on increasing continuously, aS that was 
the only currency available to people and population was 
constantly on the increase. On account of this artificial scarcity 

by the action of the Goveinment in closing the ,roints. 
s ^ ysiue of tKe Rupees (as distinguished from silver in it) began 
to rise m terms of other commodities, including gold The value 
^''ery commodity becomes higher if its supply is restricted. 
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We have learnt under monopolies, that a monopolist can raise 
the price of his commodity by artihcially restricting its supply. 
That was exac^y what took place m the matter of Rupees. 
Formerly the supply of Rupees was controlled by people in 
general, and there was no control of the Government over it- 
After 1893, how'ever. the Govcnment of India took under its 
control the entire supply of these Rupees, and by carefully 
monopolising and restricting their supply succeeded in raising 
the value of the Rupee as compared to other articles not exclud- 
ing gold. The result was that by 1893, the rate of exchange as 
between India and England became one shilling four pence to 
the rupee 

Gold Exchange Standard In 1893 another committee was 
appointed under the presidency of Sir Henry Fowler. This 
committee gave a definite lead to the currency policy of the 
Government of India The rate of exchange was fixed at one 
shilling four pence to the Rupee, which meant that one pound 
or sovereign was now equal to Rupees IS-* The mints w'ere to 
remain closed to the free coinage of silver The Government of 
India had to undertake the responsibility of giving facilities to 
Indian importers for making their payments m gold, if they 
demanded these facihnes In the same way the Secretary of 
State for India was also required to give facilities to English 
impoiters to make payments in Rupees, whenever they needed 
it. to the Indian creditors It was thus a managed currency- 
The Government of India here, and the Secretary of State for 
India in England, began to act like two big banking institutions. 
They had almost unlimited resources, and foreign exchange 
business between these two countnes. began to be controlled by 
these two great authorities. This system was knowrj as the gold 
exchange standard For internal purposes the Rupee was still 
treated as a standard com. though it had been degraded, as a 
matter of fact, to the positign of a token coin. It was unlimited 
legal tender and facilitated internal exchanges. For external 
pnrposes, it was treated as a gold com equal in value to Is 4d. 

Council Bills India usually exports more goods to the worla 
than she imports. She has, therefore, always a favourable balance 
of trade. Let us first understand as clearly as possible, how 
trade between India and England was financed in those times of 
which we are now speaking If in any one year. India exported 
goods worth £100 million to England ; while she imported goods, 
say. worth £75 million, India would have a favourable balance of 
trade of £25 million. India, however, had to pay every year to 
England, about £20 million In payment of interest and other dues, 
known' as Home charges, or English charges. Under such 
circumstances, two alternatives were possible; one was for English 
debtors to send the balance of million either in gold or in 
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Sliver to India, and then for the Government of India to send £20 
million to England. This would have meant unnecessary trouble 
and loss to all concerned. So the method adopted was that the 
Tnfba_r.-»fili<;pd f rom thnse English debt ors 
who ha d to make p^yments^to Indian-creditors,7fie toHTTamount 
oT£i 2 D ihillidn, a^d gave them bdls upon the Government of India, 
directing the lauer to pay to the holders of the bills, the amount 
of money mentioned therein The Secretary of State for India 
had every right to do this, as he was m the position of a creditor, 
while the Government of India was m the position of a debtor. 
Out of these £25 million reahsed by the Secretary of State for , 
India from the Enghsh debtors he kept £20 million as the amount 
of Home charges, and transferred £5 milhon to the credit of the 
Government of India, to be dealt with in the succeeding year. 
The Erghsh-debtors_got the bills.-called Council Bills, from the 
SecretarY_of State in return for English money, w’hich he needed 
foT paying as interest to those Englishmen who had advanced 
money for Railway construction. They sent these Bills to their 
creditors in India, who .sent them to their banks, which* in turn- 
realised the money from the Government of India Treasury. All 
the mutual obligations were thus conveniently met The Indian 
creditors got their dues in Rupees, the currency which they 
really needed. The Enghsh debtors paid off their debt in their 
own money, to their own banks The Secretary of State made 
payments on behalt of the Indian Government out of this money, 
while the Government discharged its yearly debt so con- 
veniently- The balance of £5 million, which remained in England 
to the credit of the Goverotnent of IndiaJ^could be called up any 
moment, or utilised in any other way But even this was not. 
necessary. Every year large quantities of railway material* had 
to be purchased from England, and so the amount could be very 
well utihsed for this purpose 

Reverse Councils This was all right as long as India had a 
favourable balance of trade, and had to be paid the balance by 
the English debtors But it the balance of trade ..became 
unfavourable to India, then the remedy was for Indian 
'debtors to approach the Government of India for bills upon the 
Secretary of State called Reverse Councils. If suppose, the 
balance of trade was unfavourable to the extent of £10 million, 
which had to be finally paid bv Indians to Englishmen They 
deposited an equivalent number of Rupees with their banks, 
which forwarded the amount to the Government treasury, and 
got in return from the Government of India Sterling bilb or 
Reverse Cour^ils upon the Secretary of State to the extent of 
£10 million itiasa bills ware met by the Secretary of State 
and the English creditors were thus paid- 
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of the profits on the coinage of Rupees in India* a reserve fund 
had been created, which was named the Gold Standard Reserve. 
Its objen was to help the cstabhshment of a gold standard In 
India.' For this puipose it was temporarily located in England. 
From 1893 onwards, these profits had increased to a large 
extent, and the amount of the reserve had become large 
enough to entitle the Government of India to draw, in cases 
of emergency, bills on the strength of this reserve, upon the 
Secretary of State. Later on, however, this amount would have 
to be made good by the Government of India The gold standard 
reserve could only be drawn upon in emergency. 

foM enrhangc standard worked upto 1914. 
War broke out the system also btoke 
latlr OT besen to atisc, which will. be discussed 

Critici^sm of the Gold Eachange Slandord. In the foregoing 

lift of the working of Se 

, as It worked in India up to 1914, 

lLe='wL°Ltt;g°on‘’?h\\°uface%o°«M^^^ Apparently, 
work ng of the svsrL „ „ “"tittstand the inner 

aTo°g"h°e't®°stt^ped '^Jn^dmt," t"egaX"'F'^'‘''=°" 

smk for the precious metals GnW ® 

butdldnotlrave hetSes’ agam bn silver flowed into India 

sdver, but never these 'Tn“ 

thing which was not very much hSd h n 

and statesmen. Consequentfv ^ English business men 

been to raise the lev?l of pticel in Tod 

may become a good market for th. . i t J” country 

articles However, ^e need ““ofsetured 

of the attempts of the British Gn'^rS^. history 

gold into India. We will confin*. 

of the measures adopted by the^SecStetv o?S°tMe'° “ 

wnth the management of the gold Sech ' ^“'5 ", oonneeaon 

to 1913. tonne gold eichange standard from 1898 

It may he mentioned that Sir Hm.r n i , , 
recommending the final closmg of the^ Tn7,n„’^°"' ' 
coinage of silver, sincerely wifhed that ni.r mints to the 
might adopt a mono-metallic gold standard, so thaTaU dXSt' 
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of exchange between England and India may disappear altogether. 
It was for this purpose that he recommended the creation of a 
gold standard reserve, which was to be located in England ^Also. 
he recommended that in exchange for Rs. 15 a gold soveieign 
may be given by the Government of India, just as Rs 15 were 
to be given in exchange for a sovereign So, for sometime gold 
in the form of British sovereigns, and silver in the form of 
Rupees, circulated side by side at the fixed ratio of one sovereign 
to Rs. 15 For all intents and purposes, the system in India was 
a bimetallic one, except that mints were not open to free coinage 
either of gold or silver But both were unlimited tender, and 
there was a fixed ratio at which both arculated in the country . 

In the trade relations between India and England, it began to 
be observed very early after 1898, that the Secretary of State 
came in just when gold was about to flow from England to India. 
If India had a favourable balance of trade gold should have 
been allowed to come to India bur on the plea that an equal 
amount had to be sent by the Go\ ernment of India to England 
in payment of English charges, large amounts of gold that would 
have flowed into India, were withheld m England tor the 
payment of English charges Even so far, one could not very 
much object 5 but there was absolutely no justification for the 
Secretary of State to have checked the flow of that gold also 
which was over and above the amount of English charges This 
amount, t'he Secretary of State kept back on the plea that the 
Government of India every now and then had to make purchases 
of stocks, railway or any other, m England and so for that reason 
It would not serve any useful purpose jf this amount of gold 
went to India, where it would not circulate but would go into 
hoards or be converted into ornaments The Government of 
India, It was said, would be put to unnecessary trouble when 
the time came for them to send money m payment of railway 
material or stores which they had to purchase from England 
This was only a plausible argument. As a matter of fact, gold was 
becoming increasingly popular in India, and even if it went into 
boards or was converted into ornaments, it was no busmess 
of the Secretary of State to have acted as a superior mentor and 
offered advice which was entirely uncalled for. 


Another point of criticism was the location of the gold 
standard reserve- The profits on coinage were earned in India 
and belonged to this country But they were sent to England 
to be either deposited in the Bank of England, or invested in 
other English securities ITie money, as a matter of fact, ought 
to have remained in India where it could be utilised for the 
purpose of developing industries -It was pointed out in answer 
to this criticism that if there were no such reserve m England 
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to the credit of the Government of India, tlie latter could not 
sell Reverse Counals upon the Secretary of State, at a time 
when the balance of trade turned against India and there arose 
a demand on the part of Indian public to send gold m satisfac- 
tion of the claims of English creditors. But had the Govern- 
ment of India no right to ask the Secretary of State for India 
to pay on their behalf a few million pounds, perhaps once 
after 7 or 8 years ’ Even if the Secretary of State could not 
be generous enough to pay this money, he could surely stand 
as a security for the Indian Government rvith any big bankin 
England and could thus get this money advanced. 

But nothing of this nature was done Gold was not- allowed 
to flow freely to India and the gold standard reserve continued 
to swell in England till it rose to £40 million. It was once 
in 1907, that is to say. 9 years after the gold exchange standard 
had been established in India, that the rate of exchange between 
England and India became weak, and was quoted at less than 1 
shilling 4 pence to the rupee This was due. m the first place, 
to a crisis in America: and in the second place, to famine con- 
ditions prevailing in the country at that time Our imports 
were about normal, but exports fell off to a considerable extent, 
with the result as mentioned above. Naturally, after some time, 
there Arose a demand in India for Reverse Councils- Indians 
wanted to make payment to their English creditors, but ordinary 
bills of exchange not being available, they approached the 
Government oi India for Bills upon the Secretary of State, 
as had been provided for by Sir Henry Fowler's committee, 
and promised so often by high authorities m India and 
England But even after repeated requests the Government 
of India would not come out with any definite answer. The 
Indian importers, in the mean time had to suffer great losses 
in having to make payments to their English creditors at highly 
unfavourable rates It was only after a pretty long time 
that the Indian Government made attangements to sell Reverse 
Councils. Not much could be known at that time about the 
reason for this delay on the part of the Government of India : 
but after sometime it transpired that the gold in the Gold 
Standard Reserve which was then about 20 million pounds 
had been invested by the Secretary of State in certain 
British undertakings from which it was not easy to with- 
draw it for meeting the bills. So this was the real reason 
why the gold standard reserve was located m England inspire 
of protests from India' It w'as created by Sir Henry Fowler 
for the purpose of introduction of gold standard in India, 
but It was being used to develop English trade and industries I 

ChamhsrUm Commission. In 1913, hov/ever, when criticisms * 
of different kinds were made against the currency policy of 
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the Government of India, a new commission was appointed 
under the chairmanship of Sir Austen Chamberlain This 
commission went into the whole question of the closin;| of 
the Indian mints, the fixing of the_ rate of exchange, the 
location of the various reserves, the introduction of the gold 
standard in India in place of the gold exchange standard, and 
the policy of the Secretary of State regarding the free flow of 
gold from England to this country After going through all 
these questions it gave a verdict which, in the words of 
Sir Stanley Reed was. ‘‘Not found guilty, but do not do 
it again” Nothing substantial oV important came out of 
this commission. Very soon after the commission bad submitted 
its report, war was declared ; and new problems came before 
people both m England and in India. 

War Currency. England declared war on August 4 , 1914 ; 
but long before this, far sighted statesmen, both in Engknd 
and India, were ready for some such catastrophe, and so had 
taken due precautions to meet any emergency The Indian 
Government, as well as the Secretary of State, were both 
ready, one to sell Reverse Councils, and the other to meet 
them, in case the rate of exchange between India and England 
became suddenly weak, as was regarded most probable on 
the declaration of a war. When the v/ar actually broke 
out the rate of exchange did become weak, because the 
English creditors and English banks demanded payment of their 
dues from their debtors— individual customers or banks The 
result was that the movement of exchanges not only between 
England and India, but also between England and other 
countries of the world moved violently m favour of England 
because of her position as a creditor country m the world. 

The crisis was faced very well in India There were, no 
doubt, large withdrawals from the post office savings banks, 
^but, they were met promptly so, after some time, the run uas 
stopped. The exchange having become weak, there was a 
demand for Reverse Councils which was readily met, and 
Reverse Counals of more than 100 crotes of Rupees were sold 
within a few weeks of the declaration of the war 

But now events began to happen which even the most far 
sighted statesmen had never imagined The rate of exchange 
between India and England, after remaining weak tor some time, 
began to recover, and became quite strong after six months of 
the declaration of the war There were several causes for this 
strength in the rate of exchange. 

of the rise ia the price of silver England and her 
^AUies_ wanted raw materials from India, while they could not 
^nd m return the usual articles that they normally exported. 
The result was that the balance of trade became very favourable 
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to India, English industry had been converted from a peace 
footing to a war footing Only those articles which were needed 
for war had begun to be chiefly manufactured, while those that 
were needed in normal times, could not be easily produced. 
England had not much to give to India in exchange for her raw 
materials. The same was the case with her Allies. They, 
too, wanted large quantities of raw materials, but could not 
give much in return 

The Indian army, that had been sent to the front to fight the 
battles of England, bad to he paid and supported by her. India, 
however, was meeting at that time these expenses on behalf of 
England, though England had ultimately to pay them up. The 
balance had, consequently, become still more favourable to India. 
Also on account of an increase in the quantity of money, 
especially paper money, general prices had gone up ; also 
because of the urgency of the demand of England and other 
Allies for Indian raw produce tbeir pnees had gone up consider- 
ably. There was, therefore, not only a great increase in the 
quantity of raw materials that were being exported, but a greater ' 
increase in their value In order to liquidate this highly 
favourable balance of trade very large quantities of Council 
Bills' had to be sold by the Secretary of State to meet which, a 
large number of Rupees were needed in India. Consequently, 
large amounts of silver had to be purchased in England by the 
Secretary of State on behalf of the Government of India for the 
coinage of silver rupees. 

(1) This increase in the demand for silver caused by the 

highly favourable balance of trade of India began to affect its 
price which began to rise. With the rise m the price of silver, 
profits of the Government of India on the coinage of Rupees 
began to decline. The increased demand for silver in India was 
not, however, the only cause of the rise m us price, Several 
other causes had also combined to bring it about. ^ 

(2) In the constitution of the Central banks of different ' 
countries, there was a clause that a certain percentage of reserves 
could be kept in silver also. But as long as gold was freely availa- 
ble, no Central bank cared to show silver in its reserves. Now, 
however, every Central bank was anxious to show its own 
position as the strongest of all, and so each one was anxious to 
secure not as much gold as possible, but also as much silver as 
could be available, to swell its mctaUic reserve and other balances. 
For this reason, there was an additional demand for silver from 
an unexpected quarter. 

(3) Just at this time two important and populous provinces 
of China ga\'e up barter and adopted exchange. Silver being> 
the money material used in China, a very great demand for thft 
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metal arose there. Two provinces of China, really mean two 
big countries of Europe. It meant, therefore, a very great 
increase in the demand for silver. 

(4) Just as between 1873 and 1893, circumstances had 
conspired together to depress the value of silver, in the 
same way, now they seemed to have conspired to raise its value 
to the highest pitch. At this very period civil war started in 
Mexico, which is a very important silver producing country 
The result was that those silver mines that worked in that 
country, ceased to work entirely, and the labourers working in 
the mines offered their services m the civil war. cither on one 
side or the other. 

So, the cumulative effect of all these factors was that the 
value of silver rose to enormous heights, so much so that it 
remained no longer possible for the Government of India to 
coin Sliver rupees with any profit whatsoever. Also it became 
absolutely impossible to maintain the rate of exchange at 1 
shilling 4 pence to the rupee. Consequently, after having made 
serious attempts to maintain the ratio at the old figure, the 
Secretary of State and the Government of India gave up further 
attempts to keep the rate of exchange within the old stated 
limits, namely, 1 s 4^ d and Is. 3 29/32 d So the rate was left 
free to take its own course It at once began to rise, and as 
the price of silver went on using the exchange also rose gradually 
from 1 shilling 4 pence, to 2 shillings and 4 pence 

This increase in the rate of exchange would have ducouragedi 
in the ordinary course, exports of goods from India to foreign 
countries. But on account of the persistence of foreign demand 
for India’s agricultural produce, the exports remained at the old 
figure The haJance of trade continued to be heavily m favour 
of India, and larger and ever larger amounts of silver had to be 
purchased in England for being coined into rupees Heavy 
‘‘■payments had to be made in India by the Government of India 
against Council Bills sold by the Secretary of State The 
quantity of paper money also mcreased to a very great extent. 
At one time it became extremely difficult to maintain the 
currwrfnlrnVcy- of the paper raoncy, The ^pees that were 
received by the Indian culnvatots m exchange for their raw 
produce, did not come back, because, m the first place, silver 
bullion had become dear, and the Indian cultivator generally 
spends his money either m the purchase of silver ornaments, 
for his female folk, or over the purchase of sundry articles, like 
piece goods etc. These things also had gone up m price, and the 
demand for them being elastic, he kept back his money and did 
i not spend as much as he might have otherwise done, in the hope 
of a fall in prices. The Indian mints worked day and night to 
meet the enormous demand for Rupees. The machinery w’as 
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almost at the breaking point, when, as good luck would have it. 
armistice was suddenly declared on November 11. and. after 
sometime, the war came to a close. ", 

Before entering into a discussion of conditions of Indian 
currency after the last great Want may be of some interest 
to give some important figures so that certain points which have 
been mentioned above may become clearer- Reverse Councils 
worth about 70 million pounds were sold up to the end of 
January 1915 A net sum of Rs- 8 crores was withdrawn from 
post office savings banks. The price of silver was 27J pence 
per standard ounce m 1915. in May 1919 it was 58 pence. On 
the ITth of December 1919. it was 78 pence. The rise m the rate 
of etchange was as follows — 
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1917 

.. Ish. 

4id. 

28tb Aug 

1917 

." Ish, 

5d. 

nth April 

1918 

.. Ish 

6d 

13th May 

1919 

Ish. 
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• Ish. 

o 

D. 

15th Sep 

1919 

2sh. 


22nd Nov. ' 

1919 

2sh. 

2d. 

28th Dec. 

1919 

. 2sh. 
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Currency after 1919. After the close of the Great War a 
committee was appointed under the chairmanship of Mr* 
Babington Smith This committee recommended that the rate 
of exchange should he fixed at 2sb. gold to the Rupee, and that, 
m future, it should be linked with gold and not with sterling. 
This was the mam recommendation The committee was of 
opinion that the steeling, which meant English money, having 
depreciated in terms of gold, and there being no certainty as 
to the extent it might further depreciate, the Rupee should be 
linked uith something which might itself be stable, if it was 
really intended to stabhse its value. The effect of the acceptance 
of this recommendation was that the rate of exchange 
which was 2s 4d Sterling (English money, was paper) at 
the time when the committee had submitted its report, jumped 
up to 23 101 d This difference measured the depreciation 

of the English money in terms of gold. The Indian member 
of the committee, Mr Dada Bhai Dalai, appended a minute 
of dissent and said that no attempt should be made, at this 
stage, to fix any rate of exchange, and that for some time things 
should be allowed to take their own course. After a while, he 
submitted, the price of silver would come down, and the rate 
of exchange would also automatically come down, perhaps to 
the old level There would be time enough, then, to decide 
as to what the final rate between the two currencies should be 
His ^tce.- ho never, was a cry in the wilderness. The reports- 
as submitted by the majority of the committee, was accepted 



CURRENCY AND EXCHANGE 


353 


by the Government of India and the rate was fi^ed at 2sb gold, 
which in terms of sterling, worked out as equal to 2s lOld. 

The effect of arise in the rate of exchange is always to 
encourage imports and correspondingly to discourage exports. 
After the close of the war, foreign demand for India’s products 
had considerably declined, and m some cases had altogether 
ceased. The industry of ^England which at the outbreak of the 
war had been converted from a peace footing to a war footing, 
again began to resume its normal aspect English manu- 
facturers, as well as others, were anxious to make up the past 
deficiency in the matter of production and sale of manufactured 
and other articles- When war was going on. they were seeing 
with great concern their markets being captured by countries 
like America and Japan Now they wanted to recapture all those 
markets, as far as possible 

On this side, Indian consumers were almost hungering for 
foreign made articles, some of which they were unable to get 
during the four years ot the war Many were constantly 
postponing their purchases till after the war, when they thought 
they would be able to get articles cheaper So. already there 
were forces acting in the direction of discouraging Indian 
exports to foreign countries, and encouraging English and 
Other foreign imports. Over and above this natural tendency, 
the recommendations of Babington Committee gave a great set 
back to Indian manufactures The already dwindling export 
trade of India was almost killed by an abnormally high rate 
of exchange ; while, on the other hand, the import trade, which 
was already receiving encouragement on other grounds, received 
a still greater encouragement, on account of the high rate 
of exchange. 

An illustration may elucidate this point further If tfae rate 
'>o{ exchange betwmen India and England is one shilling four 
pence to the Rupee, an article which is v'orth £1 m England 
can be had for Rs 15 in India. If for any reason, the rate of 
exchange becomes 2s 6d. the same commodity can now be 
obtained in this country' for Rs- 8 Naturally on account 
of this cheapness, it would begin to command a great 
sale in the local market. This wms what actually happened m 
India after the acceptance of the recommendations of Babington 
Committee. General merchants cloth merchants, and others 
who had not been able to get goods from England during the 
four years, found that they could purchase them now at highly 
favourable prices. So they sent heavy buying orders to foreign 
firms A cloth merchant ordering goods worth £1000, had to 
* make arrangements forRs 8000 oiJy for meeting bill in India, 
when' goods were delivered. He thought like that, in the 
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expectation that the rate of exchange would remain at the old 
level ; and no one could blame him for having formed that 
expectation. The Government of India had put their final seal 
of approval upon the recommendations of the Currency 
Committee. 

So heavy buying orders began to be scut from India But 
this was not the only factor. During the four jears of the 
war, large profits had been earned by English companies working 
in India. like jute, tea, mining and woollen companies Their 
profits, winch amounted to hundreds of crorcs of Rupees, \vcie 
accumulating m the Indian banks It was now a favourable 
opportunity for them to transfer all these funds from India 
to England, as they could do this on highly profitable terras 
By depositing Rs 8 with the Government of India, a person 
could entitle himself to get one pound m England- This 
transference of wealth, first began through the Exchange Banks, 
But when they alone could not cope with this demand, the 
Government of India was approached for sale of Reverse 
Councils As a matter of fact, the sale of Reverse Councils was 
a measure recommended to be adopted only when the rate of 
exchange between India and England became weak In 1920. 
when the fate of exchange was so high, there was really no 
occasion for the Government of India to have so readily agreed 
to sell Reverse Councils, or Sterling bills But for unaccount- 
able reasons, the Government of India agreed to do that and 
inspite of the protest of Indians of every class, and of every 
shade of opinion, the Government of India continued this policy. 
It sold them against §redits that had accumulated in England 
during the four years of the Wat with the Secretary of State. 
They should have been transferred to India when the rate of 
'exchange was mote favourable Instead of getting Rs. S 
for one pound. Rs 10, Rs 12 or-Rs 15. could have been got, when 
the exchange had become normal But the Government would 
not listen to any sane advice offered by any one m the 
country To cut short this highly regrettable episode, it may be 
stated that during the three months that the sale of Reverse 
Councils lasted, between 10 to 20 crores of rupees worth of 
Reverse Councils were sold and in this way the resources of 
India that bad accumulated m England were frittered away, 

Somehow the idea had gone round that the Government of 
India would not stick to the policy of fixing the rate of exchange 
at such a high figure For this reason a sort of speculative 
movement had started in the country, which consisted in 
transferring large sums of money from India to England, m the 
hope of recalling it when the rate of exchange became more 
favourable from the soeculator’s point of view An illustratiofi 
may be given again. A person sends Rs. 8000 from India to 
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England at the current rate of exchange He is credited for 
£1000 m England by any bank. If after some time the rate of 
exchange becomes 2s. to the Rupee, that is to say, Rs. 10 for a 
pound he would be entitled to get back at the current rate of 
exchange, Rs. 10,000, and so would make a profit of Rs. 2,000 
within a short time. 

This actually happened after the Government had failed to 
keep the rate fixed at 2s gold. After a few months it was 
announced that the Government would not make any further 
attempt to maintain the rate of exchange at 2s gold, but would 
try to stabilise it at 2s sterling How easy it was for the 
Government to have made this announcement ! So there was 
then really no necessity or occasion to sell Rev’erse Councils 
at Rs. 7 and a few annas per £ when they could have been 
sold so soon at Rs 10 per £• This announcement entirely shook 
the confidence of the people in the policy of the Government. 
A great deal of uncertainty arose m the minds of the traders, 
and trade activity declined. Business men discontinued, for the 
time being at least, their business activities- The Indian 
importers, who had sent heavy buying orders to England 
encouraged 117 a high rate of exchange, and had made arrange- 
ments m India to meet the bills according to the old rate 
found themselves in a very awkward situation. Merchants, 
who havihg ordered goods worth £1000. had arranged for about 
Rs 8,000 for meeting the bdls in India, now found that at the 
current rate of 2s, sterling to the Rupee, they would be 
required to pay Rs 10,000 for meeting the same bills I 

But to make confusion worse confounded, the Government 
of India, after making a futile attempt to fix the rate of exchange 
even at 2s sterling to the rupee and afiet having sold Reverse 
Councils of several crores at this new rate, gave up their attempt 
to stabilise the rate of exchange at any rate whatsoever and 
withdrew from the field, leaving the Rupee, the sterling, and 
the market free to take their own course With this last 
announcement the prophecy of Me Dadabhai Dalai turned out 
to be oerfectly true The rate or exchange came down to one 
shilling SIX pence to the rupee, with a persistent downward 
tendency. 

The position of importers of British goods can be better 
imagined than described They had now to pay about Rs 13 000 
for goods worth £1 000, which they had ordered under the 
expectation of having to pay only Rs. 8,000 Some Indian 
merchants paid the increased amount when consignments arrived, 
but many otheis refused to accept this increased liability, as they 
loudly protested, with a great show of justice, of course, that 
■' they were practically cheated mto the bargain by the declaration 
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of the Government of India After a great deal of trouble, and 
the creation of much bad blood, the matter was compromised 
between the Indian importers and English exporters- 

The market rate which had at one time become Is. and 4d. 
again rose and then became almost stationary at Is 6d to the 
Rupee In 1925 another Commission was appointed under the 
chairmanship of Mr Hilton Young to go into the whole question 
of the rate of exchange and other allied problems. 

Hilton Young Commission This commission was appointed 
m 1925 and took evidence m India, Bombay, Delhi and Calcutta- 
Then It sailed for England and resumed its heatings m London- 
It finally reported on July 1, 1926 Its main recommendations 
were 31. but here we have no concern with all or even very 
many of them ; we are only concerned with a few which we 
give below. 

(11 The ordinary medium ofarculation should remain the 
currency note, and the silver Rupee . and the stability of the 
currency in terms of gold should be secured by making it directly - 
convertible into gold, but gold should not circulate as money- 
So the Commission recommended a gold bullion standard of 
India- 

(2) It recommended the early establishment of a Central 
Banking institution called the Reserve Bank 

(3; The legal tender quality of the sovereign and the half 
sovereign were to be removed. 

(4) It recommended re-inttoduction of one rupee notes, with 
full legal tender status, 

* (5) It recommended the amalgamation of the paper currency 

and the gold standard reserves. 

(6) The balance of the reserve was to be held in future in' 
Indian trade bills and Government ot India securities. 

(7) Stabilisation of the Ruueewas to be affected at the rate 
of I s Cd to the Rupee 

Sir Purshottam Das Thakur Das appended a minute of 
dissent to the majority report and submitted that the pate of 
exchange should not be Is. 6d but that it should be Is. 4d to 
the Rupee, as that was the natural rate He went into the 
history of the Indian currency, and pointed out that Sir Henry 
Fowler’s intention of introducing a full fledged gold standard was 
never implemented by English financial officials : and so he 
recommended that measures should be adopted so that gold, 
standard may be introduced in the country after sometime. This 
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was, however, as much a cry in the wiWeness as that of Mr. 
Dadabhai Dalai in 1920 The rate of exchange was fixed at Is 
6d. to the rupee 

As a matter of fact, whether by government manipulation, 
or by natural forces, the rate of exchange had become stationary 
at Is 6d to the Rupee Since 1916 the rate wjs fluctuating, 
but at Is 6d It had come to stay Indian businessmen racintam- 
ed that this rate. Is, 6d , was being artificially maintained through 
deflation in order to create an impression on the Commission 
that the rate of exchange had found its natural level Any way, 
it was formally fixed at that rate mspitc of the strenuous efforts 
of Sir Purshottam Das Thakur Das, and the members of the 
currency league The Assembly accepted Is 6d as the final 
rate against that recommended by Sir Purshottam Daa, which 
was Is 4d 

Is 6d. Versus Is, 4d. The whole country was divided into 
two camps on the question ot the ratio Those who belonged to 
the Bombay group, were for Is 4d ; while the Government was 
for Is 6d. The arguments advanced were of a large variety and 
were sometimes very interesting. We give below only a few 
arguments on each side, especially those which were regarded 
as most important and telling by their supporters 

It was pointed out by the Bombay group that it the rate of 
exchange was fixed at Is fid to the rupee, it would mean that 
Indian exports would be discouraged and on the other hand, 
foreign imports would be encouraged This they said, n as not 
desirable. In the first place, the n«ing Indian industries uould 
have to meet a keener competition from abroad In the second 
place, in such markets as China. Turkistan and Africa, Indian 
goods will be at a disadvantage in competition wuh countries 
like Japan, European countries and England It was pointed out 
■“that Indian agriculturists in their capacity as exporters would 
also be adversely affected to the extent ot 12^% (the difference 
between Is fid, and Is Id worked out as 121%) The rate of 
exchange according to them was being fixed at the highet rate far 
purposely discouraging the import of gold into the country 
which would readily flow in if the rate was Is ^d as the latter 
rate would encourage exports from the country and discourage 
imports into it. The whole move was regarded as a sort of 
conspiracy whose object wms to keep gold m England, and not 
let It reach India ; also to discourage Indian exports and 
encourage English imports. 

^ On the other side it wms said that neither a nor a rate 
of exchange wms of any permanent importance, as after some time 
wages and prices adjusted themselves to any rate, high or low’ 
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It was o^l5• rhing or a faUtng, viz a fluctuating rate of exchange 
that was really harmful to the true interests of a country. Every 
precaution was therefore being taken to keep the rate of 
exchange fixed at Is 6d , and that was best for the Country. It 
was also mentioned freely that Sir Purshotam Das Thakur Das 
was speaking net for the whole country, but only for Bombay 
mill owners. As tor the lo'^s to the agriculturists of 121% in the 
matter of agricultural orcduce, it was said that there could be_no 
loss to the agntulturists. as the articles that they produced being 
necessaries, and the demand for them being more or less inelastic, 
would not fail la price Moreover, it was also doubtful if 
Indian agriculturists either gamed much by a rise or lost much 
by a fal' in the price of their articles The middlemen might be 
aaected to some extent, if at all. but that would be only for a 
bnef panod before adjustments took place. It was also explained 
by the’Fmance Member. Sir Basil Blackett that India was a debtor 
country and had to send large sums ofmoney to English creditors 
in payment of interests and other dues, included under the phrase 
Home or English charges If the rate of exchange was fixed' at 
Is fid, the remittaoce of raonev would be affected cheaply, but 
if the rate was fixed at Is 4i a greater number of Rupees will' 
have to be collected m India before the English dues were paid 
up. If the lower rate was accepted, it v.-ould not be possible for 
the Government ot Ird.a to remit pro\incial contiibudons 
which were tell’-g heaMlv upon different pronnees and which 
the Government V as seriously thinking of remitting if the rate 
of exchange wa*! fixed at Is fid. 

Tlus was the tramp card in the possession of Sir Basil Blackett, 
and he used it \ery cleverly Members belonging to other 
provinces than Bombay were caught in the net attracted by the 
bait of the remission of pro\ inaal contributions. As a result of 
this clever no«e t'^e Governme.nt won the victory and the rate 
was fixed at Is 6i to the Rupee. 

From 1927 to 1933 —The new Currency Act wat thus passed^ 
in 1927 and it came into force from Apnl of the same year. 
The ^nan provi-ions of the Act were as follows : — (i) The 
rupee, half-rupee and currency notes should be legal tender 
without limit liii the gold coins, sovereigns and half-sovereigns 
were not to be logal tender any more, although the.v could 
be received in the treasuries at bullion prices (iiu> Government 
were under statutory obligation to buy gold m unlimited 
quantities at the rate of Rs 21/3/10 per tola, the minimum 
quantity to be bought being fixed at 40 tolas (iv) Govern- 
ment were also under statutory obligation to sell at their 
option either gold or sterling, the mimmam fixed for selling 
gold being aQD ounces about lOOO tolas \ 

The Indian rupee was thus held convertible at 1 s. fidt 
to the rupee either m gold or in sterling. At that time 
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there was no difference between the pound (gold) and pound 
(sterling) England being on a gold standard So India again 
came back to the gold exchange standard and net to the 
gold bullion standard Although notes of dissatisfaction at the 
rupee sterling ratio continued to be struck, the country 
gradually began to grow quiet and the affair was considered 
as closed. But fresh and far teaching developments were 
taking place in Britain — developments which could not leave 
India unaffected. 

After having gone off the gold standard during the world 
war in 1914, British financial authorities were ciying their 
level best to restore the old standard and again make London 
the financial centre of the world and a tiee gold market 
During and immediately after the W'ar ot 1914 — 18 the value 
of stcrhng had depreciated m terms of geld As America w’as 
atiU on the gold standard, the value of dollar had not 
.deteriorated, and so the rate of e.rchange between the pound 
and the dollar measured the depreciation of the pound iii 
terms of gold. After the cessation of hostilities. Britain took 
measures to raise the exchange \alue of the pound in teim of 
the dollar. From 3 382 dollars to the pound in February 
1920i it rose to 4 85 in May 1925 As the sterling had recover- 
ed Its gold value the Bank of England resumed gold payments. 

This resumption was, however, of a very short duration 
It was brought about by manipulation and was net based on 
sound grounds. The Bank of England could not bear the 
strain of gold payments for long. Within a few years the gold 
stock of the Bank became very low and in September 1931. 
England had again to go off the gold standard Gold pay- 
ments weie stopped and the sterling again began to depre- 
ciate in terms of gold. 

The Indian rupee was linked to 1 s. 6 d gold and when 
it" was so linked, in 1927, there w'as no difference between 
pound gold, or pound sterling. But now a difference has 
arisen, and so the question arose as to whether the rupee was to 
-gcWi xn vimVfrig. kl’A'jrifiO.Vo' imsn- 
cial authorities both in England and India decided that the 
rupee was to remain linked up with English money, the 
pound sterling and not with gold. 

Although to all appearances there w'as no change m the 
existing state of things, yet a very important change had 
really been effected, one that set m motion the sale of gold, 
m ^dia and its export from India to foreign centres, specially 

hngland After the delinking of the sterling from gold m 
» September 1931. it began to depreciate and the cross rate of 
exchange between England and America began to go against 
the lotmer. The sterling very soon depreciated to the extent 
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of 30 per cent as compared to the dollar and this measured 
Its depreciation as regards gold The price of gold began to 
rise in terms of the sterling and the rupee being linked to it, 
the price of gold began to rise in terms of rupee also. 

On account of the great trade depression that had affected 
the whole world including India, conditions in this country 
were not at all satisfactory. India being an agricultural and so 
a raw-material exporting country, conditions here were even 
worse than they were in other countries. In order to meet 
their obligations people of different walks of life were com- 
pelled in certain circumstances to draw upon their savings 
which in many cases were in the form of gold ornaments. Now 
added to this factor of a more or less compulsory character, 

there was another of a different type As the price of gold 

had gone up, many people, even though not at all pressed by 
their circumstances to do so, decided to sell their hoarded gold 
and take advantage of the high price ruling in the market In 
this way large quantities of gold came out of Indian homes 
and a brisk export trade commenced and it continued for 
several year’s even right up to the commencement of the 
war. 

The effect of this export of gold upon the rate 

of exchange chat had been fixed at 1 s 6 d. and 

which had begun to exhtbic marked weakness 
during the period of depression was that the rate was toned 
up. A new export commodity had appeared m the field of 
international trade and India’s balance of trade maintained its 
usual character- The rate was kept at 1 s 6 d sterling and 
although serious objections were raised by the educated people 
of Indn against the export of gold from the country, the 
Governinant kept quiet and firm in its policy and things 
went on as usual. 

In 1935, the Reserve Bank of India was established and, 
the Government of India transtened their monetary and currenc^ 
functions to this institution Thus it became the function of 
the Reserve Bank of India not only to provide all currency. 
papT and metallic, needed for internal purposes in the country 
hut to .wo.'.ofo.w the erchange value of the Rupee sC 
the level previously fixed, namely, 1 s 6 d. to a Rupee For 
,this purpose the newly started Bank undertook to buy gold 
or sterling or to sell gold or sterling at rates which insured 
the undisturbed maintenance of the ratio previously fixed and 
settled. 

The Bank continued to perform this function satisfactorily 
accentuated still further the tendency of buying sterling for? 
purposes of remittance, a tendency which had begun to mal^ 
Itself felt as early as 1927. Formerly, the Secretary of State 
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For India sold Council Bills to make himself in funds m Eng- 
land •whenever he had to make payments in England on be. 
half of India This was found mconvenient and to some 
extent disadvantageous to India, as it was pointed out that 
the Secretary of State for India often sold Council Bills in 
excess of his requirements The Indian authorities by buying 
remittances in India, it was contended, would limit themselves 
to the current requirements. The practice, therefore, develop* 
ed of making payments to England not by accepting Council 
bills but by buying sterling here in the country and remitting 
it to England. This new method of meeting our liabilities 
IS, however, as much open to abuse as the old one of selling 
council bills There is nothing in law which restricts the 
powers of Indian authorities. Government or the Reserve 
Bank of India, in the matter of buying sterling Even now 
it is possible for the Reserve Bank to buy mote sterling than 
is needed for strictly trade or conventional requirements. 
That we possess a huge amount of sterling resources in England, 
while in India we have an equivalent amount of inconvertible 
paper money is a positive proof of the fact that the change 
over from the sale of Council Bills in England‘to the purchase 
of sterling in India has not introduced any material change in 
the general outlook of things. 

From 1935 to 1939 several attempts were made by non- 
official bodies including the Working Committee of the Congress 
to bring about a change m the rate ot exchange between India 
and England and bring it down to Is 4d ; but all these efforts 
proved unavailing. The Government of India announced 
their intention of sticking to the ratio Their mam argument 
of late had been that international conditions did not warrant 
any such change It came to this, therefore, that so far any 
desirable^ change in India had to cross only one hurdle, namely, 
whether it did or did not suit England’s requirements; but now 
_.,it had to cross an indefinite number of hurdles. It was now 
not only the consideration of England’s convenience but of 
that of the world !I 

From 1939 to tb« present day. 

Great Britain declared war on Germany on September 3 
1939. India, on account of her pohtical relations with Great 
Britain, had also to declare war at the same tune For a very 
brief period there was a little alarm, but very soon conditions 
settled and trade and business began to improve. Prices toned 
up everywhere and growers of food producers of articles 
especially of those needed for war purposes and, as usual, 
the middlemen began to make profits by the gradual rise 
The condition of labour also began to improve, 
firstly, because the producers wanted their services urgently 
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and so were prepared to placate them, and, secondly, because 
a new demand had arisen for them in the army that was 
going to be enlarged to great extent. .For all these reasons 
the exchange rate became firm at 1 s 5/16 d to the rupee- 

Foreign exchange was now controlled by the Reserve Bank 
which issued general instructions to all concerned. This control 
grew tighter with the lapse of time and the Reserve Bank took 
a very great amount of power in its own hands leaving other 
banks and institutions entirely dependent upon its own sweet 
will* 

After the fall of France in June 1940, confidence was shaken 
and the demand for silver rupees suddenly increased. To 
meet the situation Government issued one rupee notes in July 
1940. Also as the price of silver was rising, steps were 
taken to reduce the silver contents of the rupee — steps that 
were pronounced as undesirable by the majority of the Balington. 
Smith Committee in 1920 By a Government Communique issued 
on 22nd December 1940 the silver contents of the rupee were 
reduced toone half There was nothing wrong or unscientific 
about this measure the only comment that could be pertinently 
made was that this step could have been taken without any 
difficulty in 1920 But then the authorities thought otherwise I 

At this stage a tendency set in which has caused far reach* 
ing changes in the financial relations between India and England 
and has also brought in its wake an enormous expansion of 
currency or inflation, whichever term may be used for the 
purchase With the issuing of one rupee notes which were 
not convertible into rupees even of the reduced fineness, 
Indian paper money had become, absolutely inconvertible and 
there was now no check upon the Reserve Bank to issue any 
amount of it. As the Indian Government had to spend large 
sums of money in India on Britain’* account, the latter could 
only give in exchange promwe* to pay at a future date. These 
are sterhng securities The Government of India, therefore, 
made disbursements of paper money m India in order to finance 
her own war requirements and those of England and her allies, 
while in return England promised to repay this amount by 
creditinglndia s account m fhelJarik of’Englandliy pledging sterl 
ing securities or the pronotes of the British Government ! So 
while on the one hand paper money issued by the Reserve Bank 
of India continued to increase at a rapid rate, our sterling assets 
m England also continued to grow pan passu In Septembei 
1939. the amount of paper money in active circulation m the 
country was Rs. 186 crores; m June 1944 it increased to the stup. 
endous total of Rs. 910 crores ! At the same time our sterlini 
reserve in England increased to more than Rs. 1,000 crores 1 
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Before the outbreak of the present war our public debt to Bri- 
tain was about £365 millions It had been reduced to about 
£20 millions by the middle of 1944. So. while India was heavily 
indebted to Britain in 1939, she is now heavily indebted to India! 
This process is still going on. The war is not yet over, and India 
is still being used as the producing centre of war requirement 
for several theatres of war. Even now the problem of getting 
back our sterling resources from England has become acute and 
complicated. When the amount mcreases still further there 
will be greater inducement to Bntam to repudiate our debt. 
Under ordinary circumstances a creditor refuses to grant further 
credit to a debtor who shows the least sign of bad faith. In the 
present case the debtor being in a politically strong position is 
talking glibly of virtual repudiation or at least freezing for a con- 
siderable period, and yet the creditor cannot but continue to 
grant further loans! 

The rate of exchange is still firm at Is. 6d. sterling, but how 
It will be manipulated after the war must be known only to the 
high Snancial authorities in Britain- We have only to wait and 
see. 



CHAPTER XX 

DISTRIBUTIOM OF WEALTH 

The phrase ‘Distribution of wealth’ is a little ambiguous- 
It carries a different meaning m every day life from tlie one given 
to it by economists. It sometimes means, for instance, the 
distribution of any article of wealth, say, a manufactured product, 
among a number of persons residing in a city or any other region- 
This is, however, not the sense in which it is used in economic 
writings and discussions In Economics it means the sharing of 
wealth, after it has been produced, among various factors of 
production, or. in simpler words, among the various participants 
in the work of production- 

The problem of distribution obviously cannot arise as long 
as the work of production is confined to different members of 
the same family. A weaver while working in his home upon 
his loom IS assisted in his work by different members of the family 
according to their respective capacities. Unwinding of the yarm 
is done by his wife; warping by grown up and active girls; sizingv 
either by himself or by some other grown up and intelligent 
membet of hw family ; filling up of bobbins by bis wife or grown 
up daughters ; the frequent delivery of filled up bobbins by young 
boys or girls, and the actual weaving by himself. When the than 
of cloth IS ready, there is no sharing of its sale proceeds among 
the various members But when a person begins to work in 
association with members belonging to other families, and thus 
joins a group engaged in production of wealth, the problem of 
distribution at once arises In the family, each worked accord- 
ing to bis capacity, and consumed ^cording to his needs ; 'he 
head of the family being the sole arbiter of such affairs- But 
group composed of members belonging to different families cannot 
be governed by such simple rules. Here, each man works no 
doubt according to his capacity, but he also wants to g?'* 
according to his own contribution to the work in hand T^ 
reason is obvious There is no family or any other tie among 
these workers, and, consequently, while each worker contributes 
to the work according to his capacity, he also wishes to be 
remunerated according to the same basis. 

Let us suppose, for instance, that the objective of a certain 
community living near a forest is to cut down a tree, and then 
share the wood among its members One member of this 
community has certain rights m this forest by virtue of which he 
may allow if he so pleases other members of the community to 
cut down the tree in return for some consideration. There axc^ 
a few others who do not possess any such right, but they ha^ 
with them some axes, a few saws and a number of ropes. Then 
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there are others who have neiiher any right in tiie forest, nor 
any axes or ropes etc , but they are active, lithe fellows. Some 
of them can also climb up the trees and maintain their balance 
while standing and working on a branch; while others do not 
know even climbing, but can work for a number of hours at a 
stretch. There is also one member in this community who, having 
participated in such a work on several occasions previous to this, 
has gained considerable knowledge of the whole thing, from 
beginning to end. 

The different members of this community combine together, 
and the work is started in right earnest Permission to cut down 
the tree is secured from the person who had rights m the forest; 
axes, hatchets and ropes are taken from those who owned thern; 
the person with a previous experience of the operation undertakes 
to direct ^he whole operation; and the remaining members 
commence the actual work, some by climbing up the tree and 
separating big branches from the trunk and others in_ cleaning 
those branches of their leaves and in cutting the wood into con- 
■^venient and smaller pieces- After a few days' work, the tree is 
brought down, and the wood is cut into big planks and other 
pieces of convenient sice. 

At this stage the question of sharing the 
proceeds of the tree among different members 
of the community arises. One with rights in the forest, 
pleads his case for a very substantia! share, on the ground that 
the tree really belonged to him. Those who had provided axes, 
saws and ropes etc , maintain that without their implements, the 
tree could never be cut down, and so want an important share 
of the timber. The workers say. with a great show of justice, 
that their's was the hardest lot. and the most risky duty. Any 
one of them might have fallen down from the great height and 
broken his head or limbs. They frown upon the first two 
claimants and insist on getting a very large share per labourer. 
■"Lastly, the man who directed the whole operation, convincingly 
'points out that, without his direction it would have been impossi- 
ble to finish the whole work so nicely, expeditiously and without 
any accident whatsoever 

Th.ua each. man. has his special arguments in support of his 
claim for a substantial share in the yield of the tree. While 
the actual work of cutting down the tree was in progress each 
one co-operated with the other in the furtherance of the task. 
There was a complete harmony between different participants. 
But at ‘sharing’ time, each one is anxious to get as much as 
possible even though very littie may be left for others. If every 
one is fully satisfied with the ultimate amount that each receives, 
^^the work of production will contmue in future. If, however, 
^serious conflict arises between different claimants of the joint 
product, the work wjll receive some set back, 
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Whether the work of production suffers or does not, it 
cannot stop altogether. Even after a great deal of discussion or 
a free fight, different memhers of the community, referred to 
above, must come to a certain agreement When this agceeme nt 
is reached, the work will recommence, and continue for a con- 
siderable time, unless there js a new hitch somewhere, on any 
ground, old or new. 

It should he carefully noted that some members of this 
community are privileged persons who happen to be in a position 
of advantage as compared to others They include those who 
possess implements and tools necessary for cutting the trees, and 
the persons who have come to acquire, in any manner whatsoever, 
certain specific rights in the forest, not possessed by others The 
fierson possessing a considerable experience of wood and tree 
cutting, certainly possesses an advantage over other labourers; 
but the other labourers may, in course of time, gain this ex- 
perience. and then his advantage will become relatively stnalV 
Ordinary labourers are obviously in the position of least advan^ 
tage In the first place, the work that they perform does not' 
require any vary great amount of skill ; in the second place, their 
number, for this very reason, is quite large, and so not touch 
importance is attached to the mere manual labour of each one 
of them separately. 

This IS, m short, the problem of distribution. It arises 
when production. pcocead8_heyon<i the limits of _a fanuly and 
extras to ptopt^ more of less heterogeneous The 

man wth a rTghf liTthe fo'rest.'cocresponds to the landlord, who 
has somehow acquired certain tights in land not possessed by 
others The persons who supplied axes, hatchets, etc correspond 
to the capitalists who provide capital to industry either in the 
form of liquid resources (money used for productive purposes) 
or in that of capital goods (implements, tools, machinery, factory 
and farm buildings, etc) The person who possessed a con- 
siderable knowledge of the whole technique of tree cutting ahb, 
directed the operations in our illustration, corresponds to the 
orgameer. He is essentially a labourer, but is distinct from other 
labourers, in as much as. he does not himself execute the work, 
but only directs it, and carries it to a successful finish 'The 
T«MiwnTii ’i-abcfiiiti's, -wkio m-toiky cot duwti riie tret; ccrm^potid 
to the general class of labourers engaged in different activities of 
production. Some of them arc skilled, as those who could climb 
up a tree, while others ate unskilled 

Each one belonging to these classes — Landlords, Capitalists, 
Organisers and Labourers — is anxious to secure an increase in 
his own share ; and this is possible only when the share cf th^ 
class to which he belongs is the greatest. But if one class gejs 
more out of a joint product, there will be so much less for others 
to share among themselves. Hence the conflict m distribution. 
The landlords possess an advantage over other classes and 
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claimants as they are in possession of a very important factor 
of production whose supply cannot ordinarily increase, however 
great the demand may be for it The capitalists, also are in a 
position of vantage, because they own those appliances of pro- 
duction without which no work of production can be started. 
Both these classes have an advantage in bargaining. The 
organizers in certain branches of industry are very advantageously 
placed as compared to other classes, due to the scarcity of the . 
talent and skill usually demanded in such industries When that 
is so, no one can compare with them But in numerous other 
branches of industry, this high degree of talent and intelligence 
is not always necessary; and that amount of it which is regarded 
as the minimum has now been acquired by a very large number 
of people. For this reason, they, as a class, arc less advanta- 
geously placed than the first two classes The labourers have 
practically no such advantage- Being usually unskilled and 
unorganized, their bargaining power is very little as compared to 
that of other classes. 

So the main problem of diswibution is to determine, if 
posible, those rules and considerations under which different 
classes of people get their share from the joint product. We will 
have to discuss, foe example, why rent, interest, wages and profits 
are demanded and paid and what considerations play j part m 
determining their respective amounts The rest of this book 
will be devoted to this discussion* 

The National Dindeod. Marshall explains “National 
Dividend” as follows : — 

“The labour and capital of a country, acting on its natural 
resources, produce annually a certain aggregate of com- 
modities material and immatenal. including services of all 
kinds .. Also any income due on account of foreign investments 
must be added in This is the true net annual income, or revenue 
of the country; or, the national dividend We may, of course, 
estimate it for a year, or for any other period.” 

This means that the national dividend or national income 
of a certain country can he calculated by adding together the 
independent incomes of all individuals residing in that country, 
and deducting from this aggregate income -tbe_amnunt! npr ^ssary 
to^ replace the raw material used up m the process of production 
and to make good the depreciation of capital goods needed in 
the process This is the significance of the adjective "net” 
added by Marshall in his explanation above. A certain country 
has to pay every year certain sums of money to other countries 
in the form of interest or other charges; and has also to receive 
certain other sums on different accounts from them. The net 
income from such foreign transactions should also be allowed 
for— added or subtracted — in calculating the net income of a 
country. 
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In the matter of calculating national income it :s important 
to lemember that only those incomes should be counted which 
are mcasureable ana are usually measured in terms of moneyj- 
"Tffis will introduccj no doubt, a little complication and a little 
sense of unreality about the notion, but it is really unavoidable. 
For example, while the work of a domestic servant who is paid 
for it, will be accounted for in estimating national income, that 
of the housewife will not be, as she is not paid for her work. 
The very great income of satisfaction and pleasure that we derive 
every time that wc see a natural scenery or a rare work of art. 
will not be counted as national income. 

Also the satisfaction that we derive from the consumption or 
use of consumer’s goods, even of the durable type, cannot be 
counted under national income as it is not measured in terms of 
money. But if we let out any of these goods or articles on hire 
or rent to some one else, the income that we then receive will 
certainly be included under national income. One important 
departure has. however, been made m thjs connection by British ^ 
Income Tax Commissioners. They also include under personal 
income the satisfacaon that a man derives by living m his own ' 
house It is calculated with reference to the rent which the house 
would fetch if it were tented out to some one else. Marshall 
has included this income under national income and Figou has 
also recognised it as such in bis calculation of the national 
dividend. 

Great care should also be taken that incomes ate not counted 
over ag&in in certain cases If a professor gets Rs. 400 per 
month, and pays, say, Rs 65 per month to a steno-typist who 
works for him while he is engaged in writing a book, the incomes 
of both should be included in the national dividend because the 
steno-typist, in question, earns his income by giving in exchange 
for hU pay, his services But if the professor sends every month 
Rs 10 to a relative reading abroad, this amount should not be 
included under national income as it is not an independent in* - 
come but merely an allowance. 

Distribution as link Between production and consumption. 
The ultimate aim not only of production but of every other 
economic activity is consumption or the satisfaction of one’s 
wants. People produce wealth after considerable efforts and 
sacrifices, for the purpose of satisfying their different needs In 
early times there was a direct connection between such human 
efforts and the satisfaction of wants ; but when production began 
to be carried on in groups, the problem of distribution emerged. 
It was only after each claimant or contributory or class or indi* 
vidual had received his sped&c share, that any consumption - 
could be possible. There was. consequently, no longer a direct 
connection between production and consumption but it had be*'" 
9 ome indirect through distribution. Each individual, working in 



ELEMENTS OF ECONOMICS 


369 


a group would first get his share through distribution, and only 
then would be m a position to spend it for the satisfaction of his 
wants. It IS in this way that distribution acts as a link between 
production and consumption- 

As a matter of fact, the distinction between production and 
distribution is only a theoretical one. The joint product or joint 
income of a group is not distributed individually ofUr it has been 
produced or earned jointly. It is earned along with the process 
of joint production and is received before the sale of the joint 
product. The share of every factor of producnon is settled with 
the organiser and he pays the share of each out of his own re- 
sources and at his own nsk, much before the joint product com- 
mands a sale m the market- It is, however, true that if the price 
at which the joint product is sold does not cover the total ex' 
penses of production, including the remuneration of the organizer 
himself the work of production will not continue further This 
is another instance of the indivisibility of various economic pro- 
cesses as production, exchange, distribution and consumption 

Mobility of the Factors of Production. The word ‘mobUity’ 
literally means the capacity to move The mobility of a factor of 
production, tKirSfore, “means the capacity that a factor possesses 
of moving or being moved from one place to another or from one 
use to another use- If we examine the different factors of pro* 
duction from this point of view, we wiU find that land is incapa- 
ble of being moved from one place to another place, but it can 
certa i nly be used for d ifferent purposes This implies"' tHatlahd 
uiedlor one'pulpose may be withdrawn from it and put to some 
other use A plot of land used for growing wheat may begin to 
be used for growing some other crop, if other conditions permit. 
So land is mobile as between different uses, but not as between 
different places Agricultural land can also be used when a town 
extends in different directions for purposes of construction; 
“while numerous plots of urban land have during the stress of 
the present war been profitably used for growing more food and 
vegetables. 

The mobility of labour from place to place and from one use 
to another is much greater than that of land At one time it 
used to be said that labour is the most difficult commodity to 
move from one place to another, but with the spread of educa- 
tion and knowledge of different places and their possibilities, and 
also under the growing stress of competition, labour has now 
begun to move readily from place to place in search of better and 
greater amenities of life There is a great deal of difference in 
ithis readiness to move from one place to another as between 
people of different nations of the world- Englishmen are the 
greatest colonisers of the world, and they readily go from one 
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country to another if there are better chances of life in a new 
country. Indians, on the other hind, are rather slow ro move 
And when they after all deade to go out they find that they are 
not permitted to settle m other countries as freely as people of 
other countries come and settle het^V 

As between one use and another, the mobility of labour in 
modern tunes has increased very largely With the develop- 
ment in the use of machinery m every impartant industry, it has 
become easier for a labourer, possessing ability of a general 
character, to go from one industry to another. In countries where 
machinery has not yet come into general use, it is difficult for 
labour to change occupation Indian labourers are more conser- 
vative, orthodox, caste ndden and not very well informed. They, 
therefore, do not usually change their occupation or place of 
birth They possess specialised ability and so cannot take up a 
new occupation so easily. 

The directing type of labour, represented by organisers, is 
very mobile indeed Organizers are usually invited and readily' 
go to long distances vhere their labour is needed But capital is^ 
the most highly mobile factor of production, especially in indus- 
trial countries of the world as a whole. With the development 
of joint stock type of business, and with the ever increasing 
facilities of stock exchanges capital can be transferred very easily 
* from one place to another, and shifted from one use to another 
use With a slight difference in the rate of interest as between 
any two centres, large amount of capital would begin to flow. It 
can also be very easily withdrawn from one use and put to 
another Cotton mill shares or Government securities may be 
disposed of in the market, whenever one likes to do it, and jute 
mill shares may be purchased instead In short, banks and ex- 
changes have rendered capital highly mobile. Political considera- 
tions. however, sometimes act as barriers in the way of free 
movement of capital from one country to another. ^ 

Equalisation of the margioal productivity of different factors'^ 
of production The mobibty of the various factors of produc- 
tion helps the organizers very greatly in substituting one factor 
of production for another in his business- As mentioned in the 
previous section, it is not always easy to withdraw or replace 
factors of production of a less mobile nature Land or specialised 
type of machinery cannot easily be withdrawn or substituted for 
other factors Still, if the organizer so decides, he can achieve 
his object, though after some difficulty In the case of labour 
and capital, m general, there is not much difficulty. Working in 
accordance with the principle of substitution, the organizer is 
always experimenting with different proportions of his variou^ 
factors of production. He is constancy engaged in making ad^ 
justments and re-adjustments with a view to make his business 
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yield the greatest amount of profit to himself If he finds that 
any one factor has become more expensive, he will, as soon as 
opportunity permits, reduce its proportion and increase that of 
the other which may have grown cheaper, or, at best, is not as 
expensive as the first- 

He forms a general impresssion of the expensiveness or 
othemnse of a factor with reference to its contribution to the 
joint product of the industry If. for example, a particular 
machine does not add at least as much to the product of the 
industry as it costs him in interest repair, and replacement, he 
will not like to keep it m use Whenever an opportunity offers 
itself, he wdl not replace it. but will either have a different type 
of machinery, or may decide to employ two extra labourers, if 
they produce more than they arc given in wages- 

Thus the organircr has always an eye upon the pro- 
ductivg.neas fif ya iioug factoTs 'ot production." in letatiOlT fO"t!aSir 
'expenTiveness to himT TK^*fifst few machines, or the first few 
labourers have in every case to be bought or employed ; but 
with the addition of each succeeding machine, or with the 
employment of each succeeding labourer, he weighs the ad- 
vantages and disadvantages of his course of action. Some 
amount of each factor of production is to be used in the 
business, however expensive it may be, but when this point is 
passed, he begins to rigorously check any further employment 
of It- He compares the productiveness of each succeeding unit 
of any factor of production with its expensiveness, and at the 
point when its expensivencss tends to exceed its productiveness, 
he stops any further employment of it and begins to substitute 
m Its place a less expensive and mote productive unit of another 
factor. 

In this way, by the constant application of the principle 
-of substitutioa, and by his continued vigilance, he keeps the 
marginal productivity (productivity of that unit of a factor of 
production which IS almost equal to its expensiveness) of each 
fajrtor equal to, that of the other If it is not so. and if the 
xA -a TraiWCiW oi \a\jotfr is gieater 

than that of another class, or greater than that of a particular 
type of machinery, it means that the organizer should increase 
the quantity of the former or reduce that of the latter- He 
should always keep a balance between different factors and 
sub-factors, and this he can do only by keeping their marginal 
productivities equal, by substituting the less expensive and the 
more productive for the more expensive and less productive / 
units of different factors and sub-factors of production 



CHAPTER XXI 
RENr 

Of the economic doctrines propounded by earlier econmists 
in England, that of rent, as laid down by Ricardo, has been the 
cause of a fierce controversy. The Ricard ian theory of rent 
and the Malthusian law of popuIatioiThavTheen two very great 
landmarks in the history of economic doctrines; but from the time 
of their inception down to the present day, the controversy round 
them has never ceased. 

Ricardo was a Jew by birth, and a stock broker by profession. 
So his bent of mind was highly 'speculative. He revelled in 
abstractions, and sometimes made violent assumptions. He was 
fond of long chains of deductive reasoning which required a 
great deal of patience and a considerable amount of intdlect to 
follow and understand. He was also not a very good writer 
though undoubtedly he was a great thinker. He did not qualify 
his phrases, even when they needed qualification ; and so people 
gave different meanings to hts words Consequently, some 
important points of his theory of rent were only incompletely 
understood,^ and so escited criticism which was not really called 
for; while, in certain other respects, it was not very accurately 
worded and not adequately qualified. 

Ricardian Theory of Rent Ricardo assumes free competition 
among different classes of people who are guided in their actions 
by intelligent self-interest- Custom and legislation have no force, 
and everybody is free to move from one place to another, and 
can give up one occupation for another 

Then he proceeds with his theory He assumes that in a 
newly settled country all available land has been taken up by 
certain persons, who have installed themselves as its pro- 
prietors. This land is of different grades of fertility. When - 
fresh immigrants come to this new country, they find that no 
further land is available for permanent occupation and utilisa- 
tion, and so they decide to approach the earlier settlers who 
have begun to style themselves as landlords- Naturally, they 
go to those who have in their possession the most fertile plots 
o^’ianci- Tney want c’ne ri^Dt oi using dms 
of cultivation. The landlords ate only too glad to allow them this 
right, because large areas of fertile tracts of land ate available at 
different places If they do not allow the immigrants to do this, 
the other landlords will very likely allow them. Moreover, 
many landlords have such extensive areas of this first class land 
lying unused that they do not mind allowing th4 new comets J 
to use these tracts without demanduig any thing in return froro-^ 
them except a recognition of themselves as landlords. They 
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think that plots which are thus occupied will at least be cleared 
of jungle growth, and freed from undesirable animals. They 
will also have the additional satisfaction of being called and 
recognised as landlord's by these new immigrants, all of whom 
are as they themselves. 

So they gladly allow them the right to occupy the tracts of 
land in question. Each landlord argues in the same way, and 
arrives at the same conclusion. There is free competition even 
among landlords, and everyone wants to gain advantage over 
the other, if possible. Owing to this spirit of competition 
among the landlords, the new immigrants do not find it difficult 
to get permission to occupy these naturally fertile tracts without 
having to pay any rent Fresh batches of immigrants continue 
to arrive in this new country, and get permission to occupy the 
first grade tracts of land from one landlord after another on the 
same conditions, as long as plots of land arc available. 

But the stream of immigration continues to flow un- 
checked, Tracts after tracts of first grade land arc brought 
under occupation and cultivation till there arc no 
further tracts left of this class of land. In the 

beginning the demand for agricultural produces was 
not much, and so not difficult to meet But with 
the increase in population, this demand also goes up and 
does not show any sign of abatement- All the first class tracts of 
eland were so far no-rent paying lands, m the first place because 
such tracts, on account of their abundance m the beginning, were 
almost like free goods. In the second place, there being free 
compeation among landlords, each one wanted to avail himself 
of the opportunity of getting the plo^s of land lying idle cleared, 
cleaned and properlycultivated. In the third place, the demand 
for agricultural produce was not very great, and so its price was 
also very low. There was no possibility whatsoever of any 
_immigrant agreeing to pay any rent whatsoever for the simple 
reason that prices were so low that he could not afford 
to do so. 

These conditions now change. New immigrants continue to 
come in, and finding no fresh land for permanent occupation 
approach the landlords, as usual for permission to occupy the 
most fertile plots if still available. By this time, however, the 
first grade plots of land, which yielded, say, 40 maunds of wheat 
per acre with a given amount of labour and capital, have all 
been taken up, and occupied. The landlords offer these new 
immigrants their second class plots of land which, it was sup- 
posed, yielded, say, 30 maunds of wheat per acre Finding no 
. other alternative, the laterimmigrantsagreeto bring under occu- 
pation the second class plots and begin to support tiiemselves 
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and their families with its yield, but in so doing they charge 
higher prices for their products. 

On account of the continued increase in population, the prices 
of agricultural produce tend to go up thus making it possible ^or 
the latest immigrants to support themselves and their families 
very well out of the sale proceeds of even the reduced yield from 
the second class plots. Those -who came early and got from the 
landlords first class plots, now find themselves in a favourable 
position. With prices higher than before, they too could sup- 
port themselves and their families if their lands had not yielded 
more than 30 maunds of wheat per acre But the yield from 
their plots is 40 maunds per acre. So they get a surplus of 10 
maunds of wheat per acre The amount of labour and capital 
applied per acre of land by both the earlier and the later immi- 
grants is exactly the same The standard of living of both is not 
at all different The price of wheat in the market is such that a 
person can support himself and his family by cultivating a plot 
of land which yields only 30 maunds of wheat per acre All his 
expenses of production are met out of it, leaving him a fair mar- 
gin of profit 

The landlords of the first grade land now begin to think furi- 
ously Under the changed conditions, when equally good people 
are supporting themselves and their families on second class 
plots, they rightly think that there is no reason why any surplus 
produce should remain with the cultivators or occupiers of land 
of the first grade, and why it should not be appropriated by 
themselves who were the first to reach this new country and. 
after braving all the unknown dangers and putting up with a 
number of hardships had brought thesetracts of land under their 
permanent occupation So they compel the occupiers of the first 
grade land to part with the whole or at least a part of this sur- 
plus to them in the form of rent. This is how rent emerges 

Economic Rent and Contract Rent. Rent is that amount or 
money or produce which is paid by the user of land to its owner 
every year or any other period of time We pay rent for agri- 
cultural land, as also for a building. The latter, however, is not 
pure rent. Rent as defined above is a payment made for the use 
exFJaxid- A housi’v -however, coufusjus of weJJ ss sstruc- 
ture over it, which is capital So, the rent that wc pay for a 
house, is not pure rent, but is a mixture of rent and interest, in 
varying proportions. If we separate this element of interest 
from the amount that we pay as rent of the house, that which 
remains will be pure ground rent, as defined above- 

In agricultural land, also, there arc sometimes improvements 
of a permanent nature- The rent of such a land cannot be called 
pure ground rent, unless the payment which is made in consider- 
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ation of the permanent improvement is deducted t)ierefrom 
Whethec it is possible m actual practice, and whether it will 
serve any useful purpose, is a different question altogether. Just 
at present we are discussing the theory of rent, and so its theo- 
retical aspect has been placed before the reader. 

In the illustration given above, the surplus remaining with 
the first immigrants was supposed to be 10 raaunds per acre 
after the second class land came under cultivation. This repre- 
sents the extra profit above the cost of production. This is the 
amount ivhich can be charged by the landlord from the tenant- 
It is called economic rent, and the landlord is theoretically justi- 
fied in getting back the whole of it from his tenant It is, how- 
ever, open to him to charge something less than this entice sur- 
plus. He may, for instance, not charge 10 maunds per acre, but 
only 8 maunds. In such a case, both the landlord and his old 
tenant share the surplus between themselves in the ratio of 4 1- 
But circumstances are such that the tenant cannot leave the 
- land under his cultivation or does not want to leave it, the land- 
lord, unless he is a particularly generous-hearted person will 
not let him share any part of it, but will appropriate the whole 
, of it himself He may go even further- if he is not very scrupul- 
lous, and charge even something more than the real surplus- He 
may, for example, demand 12 maunds of wheat per acre from his 
tenant. 

If there is perfect mobility among these people, namely the 
tenants, or the new immigrants, and they can leave this place 
and go elsewhere, or give up farming as an occupation and adopt 
another, and begin to support themselves equally well, they wiU 
never agree to pny more than ten maunds. But if that is not so 
and they can neither leave their old place nor can they adopt 
any other alternative occupation they will have to meekly submit 
to the exaction of the landlord They will have to agree to pay 
,e^n more than the teal surplus, the economic tent, and, in con- 
sequence, their normal profits or earnings whereby they support- 
ed themselves and their families will decline, and their standard 
of living will have to be lowered- Before the passing of recent 
tenancy legislation in several provinces under the congress minis- 
tries many tenants-at*will in India had to pay a rent higher than 
the economic rent That amount of maney or produce, whichl 
the user of land agrees to pay to the landlord every year or anyl‘ 
other period of time, irrespective of the teal surplus, is called! 
Contract Rent 

Contract rent may be more or less than the economic rent* 
lucountries where cultivators are literate and enlightened; 
it.’^^hete they ate ready to move from one place to another ; and 
' .^here there are a number of occupations which may be adopted 
^^^hey decide to give up farming* contract rents are much lowdr 
than, and seldom come up to, the economic rents. This is the 
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case in England But in countries where cultivators are illiterate, 
and unwilling to move from one place or village to another, and 
where cultivation of land is the only occupation whch has to be 
adopted by the vast majority of people, contract rent are very 
often higher than economic rents. This is called rank renting, 
and was prevalent in India upto very recent times. 

if I 

In order to form an idea of the exact surplus over the cost of 
production, or, in other words, to determine economic rents, 
there is one thing which is very essential but, at the same time, 
very difficult It is necessary to determine the real cost of pro- 
duction of different agricultural crops. The cost of production, 
or. more correctly, the expenses of production, cannot be deter- 
mined unless normal profits are determined For this latter pro- 
cess, It IS necessary to keep in view the standard of living of the 
cultivators of that class. If we only take the current standard 
of living, that is to say, if we take things as they are it cannet help 
us at alU The current standard of living of most of our cultiva- 
tors is practically no standard. So it.means that we have, first 
of all, to fix a mmunuin standard o? living below which we'should 
not-aliow cultivators to go. Then we should determine the 
amount which should be regarded as noimal profits of that 
class of cultivators These profits shlJura then form one of the 
Items of expenses of production. In this list of items should be 
included, among others the amount of premium to be paid by 
the cultivator for insuring his cattle Any thing over^lia .above 
this cost of production, determined^ in tins" way. is.a..s’ufplus 
can b"e rightfully daimed either by the Zaromdar or the 
Government, as the case may be. 

The rough and ready method adopted by Settlement 
Officers in India for fixing rents and revenue upon Rayats and 
Zamindars, is, no doubt, convenient; but it is not scientific and 
just. That adopted by Zamindars with their tenants is only 
the demand and supply method, where the supplier of th^ 
thing^and — has a virtual monopoly, while those who hav^ 
a demand for it know nothing of the nature of the thing 
and of the use they arc going to make of it They only 
know that the thing has to be obtained at any cost and 
at any price * 

We can now see for ourselves how far the Ricardian 
theory of rent is applicable to Indian conditions Here, 
there is only one sided competition; that is to say, com- 
petition only among tenants. There is no mobility of labour 
as between one place and occupation and another. There 
is almost perfect illiteracy, simplicity and helplessness, on the one^ 
side, while astuteness, organization and power, on thel 
other. 
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Recardian theory illustrated by a simple diagram. — Let us 
suppose there are four grades of land— A. Bj C. and D. Their 
respective yield, after the application of a given number of 
doses of labour and capital is, say, forty, thirty, twenty 
ten maunds of wheat per acre. 

The first plot of land, being the most 
fertile is first brought under cultivation. 

As land is available for cultivation, 
landlords allow the new immigrants to 
bring specific areas under their use. The 
demand for agricultural produce not being 
much on account of the sparseness of 
population, the price of agricultural 
produce is also not high; but is high enogh 
to enable the cultivators to support 
themselves according to their usual standard of living. So plots 
of grade No A are brought under cultivation, 

At first they will be no-rent paying plots, as there is no 
surplus product, but only just enough to remunerate the 
farmer for his expenses of cultivation, which always include 
ins noimal profits. 

When population increases, and all plots of grade A are 
occupied, demand arises for more agricultural produce, and 
people feel inclined to pay even higher prices rather than 
go without the produce- Encouraged by this tendency, and 
finding no plots of land of grade No A. plots of grade No. 
B are brought under cultivation They yield only 30 maunds 
of wheat per acre, but due to a rise in prices, can support 
the new cultivators with the same case and comfort as 
those of grade No. A supported the earlier immigrants. 
Plots of grade No- B now become no-rent paying plots, 
-while rent emerges on plots of grade No A. The diffe- 
rence between the yield of the two is 10 maunds of wheat. 
The second grade land being the no-rent paying land is on 
the margin of cultivation, that is to say, it yields just 
enough to support the fanner, and does not leave any 
surplus- Any surplus over this marginal cost is rent. In A 
plots of land it is 10 maunds of wheat per acre This is 
true economic rent 

In the same way, when more immigrants come, and the de- 
mand for agricultural produce still further increases, all plots 
of grade No B may also be taken up in course of time, 
and plots of grade No. C may begin to be occupied. These 
-^plots in their turn, now become no rent paying, or on the 
margin bf cultivation. The pnee of agricultural produce goes 
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up to such an extent by this tune that it enables new im- 
migrants to support themselves according to the usual standard 
of comfort even with the sale proceeds of the reduced yield 
of these inferior C class plots- Rent now emerges on plots 
of grade No. B and will be, or can be, 10 inaunds of wheat 
while on plots of grade No. A it will increase to 20. The 
difference between the yield of the marginal land and that 
of the betjer or best plots, is the rent surplus- So we 
conclude that as the margin of cultivation js extended further 
the rents on superior plots of land continues to nse 

Bedt in Intensive and Extensive Cultivation — When the 
demand for agricultural produce increases, there are two 
methods by which this demand can be met and the produce 
increased. Either new plots of land are brought under 
cultivation, or old plots of land ate cultivated more intensive- 
ly. In each case the yield of further doses of labour and 
capital declines: in the 6rse case because new plots of land 
that have to be brought under cultivation are likely to be 
less fertile, and m the second case of the operation of the 
diminishing returns additional doses of labour and capital 
do not yield as much as the previous doses. When fresh 
plots of land are brought under cultivation for raising extra 
agricultural produce, the system of cultivation is called inten- 
sive; if more doses are applied to the same plot of land, 
the system of cultivation is called intensive. In new count- 
ries, where there is no scarcity of land, extensive cultivation 
prevails, while in old countries, where fresh land is not 
available and population is dense, intensive cultivation is re- 
sorted to The cultivator weighs carefully the advantages 
and disadvantages of extensive cultivation Before he applies 
any extra dose, he compares^^ the yield which he hopes to 
get either by bringing under cultivation a fresh plot, or by 
applying an additional dose to his old plot Suppose the 
problem before him is something like this — - 
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The horizontal rectangle represents extensive cultivation; 
while the vertical represents intensive cultivation. 

In either case the yield continues to decline and the rent> 
continues to grow. The cultivator will carefully cotapare the 
yield which he can get by an extra dose on his old plot with that 
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which he can get by applying it to a new one. 

He will adopt that method which appears to him 
to be the cheapest and most paying 

The first dose yields 40 maunds of wheat If 
he wants to apply the second dose, he will clearly 
bring a fresh plot under cultivation, as this plotT 
also will yield him 40 maunds But after applying 
two doses m two different plots if he wants to 
apply a third dose, it may not he possible for him, 
to get a third plot of equal fertility In our 
illustration above, the next plct yields only 30 
maunds per acre per dose; while his first plot can 
yield 38 maunds to his next dose. So he decides to 
apply the third dose on the first plot The fourth 
dose if applied intensively will yield only 22 
maunds but if applied on a new plot will yield 
30 maunds Clearly he could bring under cultivat- 
ion another plot of land; but. in the first place, 
it is not easy to get fresh plots for extensive 
cultivation in an old country: and in the second 
place, it IS difficult to look after a number of 
different plots which may not all be situated at 
one place 

In extensive cultivation, rent is determined 
with reference to the yield ofjhe marginal land and that ofa^ny 
other which vs not on t he tnargm . In intensive culuvation tent 
U derermmed wicti reference to the yield of the marginal dose 
an^ that of any of the previous opes The difference bet- 
ween the yields of the two is economic rent 
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Another Diagram — If we measure expenses of production 
along OY and the amount produced, cither on different plotSi or 
from different doses, along OX> we find in the diagram given 
below that MM' measures the expenses of production of that 
amount of the commodity which is produced at the point M' 
The expenses of production of 'the whole amount OM* are 
represented by the area OM MS In the marker, however, the 
whole amount V. ill be disposed of at the same rate, for OM' 
multipHed by MM' , that is to say, the amount produced multi- 
plied by the price per unit of the commodity This IS represented 
by the area OMMP, which is bigger than OM'MS,.the total 
expenses of production The difference between the two is 
MPS. which IS the surplus that accrues to the producers of 
the commodity This will be called producers’ surplus if the 
producers are peasant propiictots. But it will be called eco- 
nomic rent if It IS paid to landlords by tenants when land does 
not belong to them . 

Rent does not determine hut U determined by price — In the ' 
above diagram, MM' measures the marginal cost. It represents 
the cost of that amount of produce which is raised on the 
least fertile plot of land or from the last dose applied at a 
particular time It is, therefore greater than that on less un- 
favourably situated plots of land, or on better grades of hnd 
Thus while MM' tepcesents the cost of production of the land 
on the margin of cultivation, QQ' represents the cost of pro- 
duction of a land of a better grade, and so more fertile, while 
RR’ represents the cost of production of a still better grade of 
land The price of the produce in the market shall have to be 
such as to defray the highest marginal cost of cultivation The 
plots of land at Q' and R', therefore yield a surplus which is 
measured in the diagram by QA and RB 'The price at which 
wheat will sell will be uniform throughout. It must fully cov^r 
the marginal cost of production, namely MM', and will, therc-'^ 
fore, leai’e a surplus of QA and RB. over more fertile plots or 
earlier doses 

Now the height of QA and RB, that is to say, the surplus 
produce or rent, at Q' and R', is determined by the position of 
MM' which measures the ma rginal cost, and also represents 
price. If It IS higher, say TT', it means that the equihbnum 
vs established at T. The total price at which the amount OT' 
will be disposed of in the market will be OT'TW, and the 
producers surplus orient will now be represented by the area 
STW. which IS much greater than the previous area SMP \ 
It wiil also be noted that with a rise in price represented ^ 
byTT', the rent at Q* which was previously QA now rises to 
QF and that at R', which was previously RB, now’ rises to 
RG. This means that when pnee rises, rents rise. 
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On the other hand, if the price which was formerly MM , 
now falls, for one reason or the other to CC' the area of 
rcnt'previously represented by SMP will now be represented 
by SCH which is a smaller area. This means that when 
prices fall, rents also fall So with a rise in price, rents rise 
while with a fall in price they fall Rents are, therefore 
not the cause of high price : but high price is the cause of 
rents. The above is a graphical representation of this state- 
ment. 

Rent does not emerge as long as price does not rise above 
a particular level When demand for agricultural produce 
increases, its price rises ; when price rises, rents emerge High 
price IS the cause of rents, not its effect. 

Circumstances when rents affect price —There are. however, 
certain circumstances when rent does affect price If, for 
example, landlords combine among themselves and decide to 
charge rent even on -the worst lands, the price of agricultural 
produce will have to be raised by the extent of the rent 
charged on land which really ought to have been a no-rent 
paying land. Also, when land is diverted from one_use to 
another, that is to ..savi^ t instead, of sugarcane. _8uPD^e 
i^eat begins to be grown on it the landlord will demand 
at least as much rent as he used to receive before whether 
the new use to which his bnd is put proves profitable or 
does not Suppose it does not prove profitable to grow 
wheat; the landlord, however, will not pay any attention to 
this. He will charge the old rent even though with refer- 
ence to wheat the land may be revlly marginal In such a 
case there are two possibilities Either the cultivator will 
have to beat the burden of this rent; or he will include it 
in his expenses of production and try to shift it on to the 
^oulders of the consumers 

Is there anything special about rents ? — For a long time, 
rents continued to be regarded as belonging to a special 
category. It was supposed that there was a fundamental 
difference between rent and shares of other factors of pro- 
duction- To some extent, the idea W’as well founded The 
distinction between rent and other shares is based upon 
certain essential points of difference between land and other 
factors of production. Even in this connection it may be 
said that the distinction between land and ether agents is 
now not so sharp as it was considered to be some time back. 
Three points of distinction were usually mentioned. 

(») Land is indestructible while other factors of production 
ate. sooner or later destructible Apparently the distinction is 
very marked, but m reality it is not so- Even land is not 
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indesctuctible if we keep in view its chemical and mechani- 
cal properties. After being kept under cultivation for centuries 
every plot of land loses iB old properties and develops new 
ones in the hands of those who use it- By a careless tise, 
Its properties are very soon destroyed, as they are in the 
case of other commodities. Where a plot of agricultural land 
becomes useless for cultivation or other purposes, it goes out 
of calculation, as does a machine which is thrown on the scrap 
heap. The machinery does not go out of esistence, but it 
goes out of calculation. Plots of land which are used in 
connection with brick kilns> are rendered useless for agricul- 
tural or any other purposes Thus it is not quite accurate to 
say that land is indestructible To this, howevet, it has been 
replied that some properties possessed by land, for example, 
space, situation and support are really indestructible This 
may be right, but how can a man make any use of mere 
space and location, if the plot of land does not possess the 
property to support The point, however, need not be carried 
further It may be said that there is undoubtedly some dis- 
tinction between land and other forms of capital goods but 
It IS not as fundamentai as it was once supposed to be. 

I«») Land is a free gift of nature while other forms of capital 
goods are not 80. This too, is nghr. but only to a small extent. 
Landis certainly a gittot nature, but an agricultural farm is 
not so. Man, by his labour and skill, introduces so many 
changes and improvements in his environments that there 
remains very little of the ‘free gift’ really visible anywhere 
Still, as mentioned above, here too there is some element 
of truth 

(luj Lastly, it is said that land is hmited in quantity, while 
other factors are not so Umited This distinction is again 
worth consideration The area of land is certainly limited; 
Its length and breadth are fixed, but man has not much 
concern with its length and breadth He wants to use it 
only for certain specific purposes, for example, for growing 
crops, for constructing buildings and so on If by improve- 
ment in the ait of cultivation, twice as much yield can be 
Tanjiii; ^tnii *^iit ifann; miru m, SASofit:, •ui. ‘h hiyh 'mi- 

provement in the art of construction, twice as many stories 
can be erected on a piece of land as before; is ic not equi- 
. valent to an increase in the area of land by twice as much’ 
And what can happen once may happen again, and a number 
of tunes In this way, does it make any real difference if 
its quantity is hmited ? Even here it will have to be 
- admitted that there is undoubtedly some substance in the 
distinction. We see tents rising to fabulous heights in central 
areas of cities like London and New York 
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So’, when there is at least some distinction between land and 
other factors of production> there is no wonder it rent» 
w’hich is the payment for the use of land, is regarded as 
slightly different from other shares like, wages, interest, and 
profits, which are the payments made for the services of 
labour, capital and organization 

The Cause of Rent —Rent arises for the same reason as 
does price of any commodity or service A commodity is 
demanded because it is regarded as possessing the capacity 
to satisfy a particular w’ant, but is not plentiful enough to 
satisfy the demand of every one concerned That is to say 
the commodity in question is scarce. Exactly the same cause 
operates with reference to land When it becomes scarce as 
rompared to the demand for it. it begins to command a 
price If a man docs not want to buy it, but only wants 
to acquire the tight to use it. its owner will demand some 
cent. In this respect it is not different in any w’sy from other 
ommodities or services. But the difference emerges a little 
later. When the demand for it rises still more, its price and 
the price for its use. t3i= rent, continues to rise but its supply 
cannot increase m response to the demand for it Its scarcity 
is more or less permanent. No doubt, it is possible for new 
sources of supply to be discovered and to be brought into 
use, as happened with the discovery of America, settlement 
of other new colonies and the development in the means of 
transportation. This has the affect of checking the’ continu- 
ous use of tents with the piogtess of society and the in- 
crease of population to some extent and for some time 
But new lands arc not discovered every day, and after some 
time new colonies also become old countries, with a dense 
Bpnulation. or at least have a tendency to become so Rents, 
tFc:refore, again begin to rise- So we find that the cause of 
rne rise of rents is not a new one, but there is certainly in 
'rlti- later stages an element of peculiarity which is not found 
in the case of other factors. 

The other cause of rent is the tendency to diminishing 
reJiumjv Thjj, tco, !s peoAisc *7 Isad shm, I{ tfiere 
were no diminishing returns m agricultural land, the world’s 
supply of wheat could theoretically be raised from one farm 
alone. But if it were not applicable to urban land, the whole 
population of London could be accommodated m one building 
of countless stories J There are, however, idle conjectures. 
We know _that nothing like this is possible, but we also know 
that diminishing returns operate not only as regards land alone, 
3lso as regards labour, capital and organization. There 
is, however, the important difference that when diminishing 
returns are caused by a scaidty of labour capital or organi- 
zation, the tendency is not of a permanent nature, because 
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the supply of these factors cannot remain fixed for more 
than, a short period Not so. however in the case of land, 
where diminishing returns, when they begin to come into 
operation are kept back with very great difficulty, and then, 
too, for only a short time 

Factors Affecting Rent — There are four important factors 
that affect rents namely (i) increase of population, (ii) im- 
provement in the means of transportation, (iii) improvement 
in the arts of cultivation and(iv) general progress of society- 
We will take these points one by one- 

(0 We have already seen above that rent emerges only 
because of the increase of population and the consequent 
increase in the demand for agricultural produce Rents are, 
therefore, very greatly affected by an increase or decrease 
of population In densely populated tracts, rents are high- 
Urban rants are more sensitive to population and demand 
than rural 

(u) With the development in the means of transportation,'' 
rents are affected differently in different areas If, for example?' 
the means ot transportation between a predominatly agricuU 
tural province and another province are developed, and 
agricultural produce begins to be exported from the agricul- 
tural province to the less agricultural one, the first province 
Will have to be both extensively and intensively cultivated 
to a greater extent than before Rents will • therefore, use 
in this province But in the importing province, some plots 
of land may have to go out of cultivation as they nay 
not be found productive enough to compete with the import 
produce from the other province Consequently, they will 
now be less extensively and intensively cultivated than before, 
and rents will fall When means of transportalion, by sea 
and land between India and England, on the one hand, and 
England and America on the other developed, agricultural^ 
produce began to be sent lor India and America to England. 
Rents increased both m India and America but decreased 
considerably in England. 

(in') Improvements in the art of cultivation produce very 
interesting results. If they are confined only to a small area 
and only a few individual cultivators, they will bring about 
an increase in the produce of these, individuals alone, and 
the rents on such plots of land will be greater than before. The 
improvement brought about by new methods of cultivation 
will increase the income of the individual cultivators, or if 
it has been brought about by zamindars in the form of 
watering facilities or enclosures, etc., they will charge highc^ 
rents in order to recompense themselves for the improy^- 
ments introduced- 
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If. however, the improvement in the art and methods of 
cultivation is general, and has resulted in increase of the 
agricultural produce without any corresponding increase in the 
demand for it, rents will have a tendency to fall. With the im- 
proved methods of cultivation, it is not necessary to keep under 
cultivation the same area of land as before. Some plots of 
land, therefore, and these the least fertile and the most un- 
favourably situated, will go out of Cultivation The margin of 
cultivation will thus be lowered and rents will fall 

(iv) The effect of general progress of society is the same 
as an increase m population, a development in the means of 
transportation and improvements in the arts of cultivation taken 
together Whichever of these elements is supreme any where, 
It will affect rent in its own way In urban areas, however, 
the effect of general progress of society is always an enhance- 
ment of rents There arc also great changes and modifications 
sometimes m the trend of agricultural rents. With the progress 
of society, social valuation of goods, both industrial and agricul- 
tural IS markedly changed- New crops, therefore, may have to be 
grown and some old ones may have to be given up This will 
have an important effect in influencing rents ; but each case will 
have to be discussed on its merits, and no general statement 
can be given. 

Rent a leading species of a large genus. Marshall tightly 
regards rent not as a separate class by itself but only as a lead- 
ing species of a latge genus. The outstanding chatacteiistic of 
this large genus to which rent belongs is the limitation of its 
quantity. There are several other things W'hose supply is limited 
by nature, or whose supply becomes so far limited during certain 
periods that for all practical purposes and during this period 
at least, there is not much difference between those things which 
ate limited by nature and those whose supply becomes limited 
for other causes 

During the Great War. for example, the supply of merchant- 
ships became restricted, owing to the sub marine compaign of 
German:^ QiiDn.g,this.tj#>t.in.d.. m/tic.h-'Uin. 

ships earned a profit, which had no connection w’batsoever with 
their cost of production. This is the real characteristic of land 
whose price has no reference to its cost, but is determined mainly 
by the force of demand So. capital when it becomes scarce, 
can also earn a profit, which is of the nature of rent. 

As m the case of capital, so also in the case of labour or 
organization. If the supply of any class of labour tuns short, 
-'the existing number of labourers w’lU begin to earn higher wages, 
which may have really no connection With their normal earnings 
and their standard of living. 



380 


ELEMENTS OE ECONOMICS 


All such earnings of various factors of production, which are 
in excess of their normal earnings and are caused by a temporary 
scarcity in their supply, are called gaesi-reni* by Marshall Thus 
we go imperceptibly from tent to ^uasi-reni and then to interest, 
which IS earned by such capital goods whose supply can be 
increased whenever the demand for them increases, and lastly 
to wages and profits which are earned by labourers and orga- 
nirers whose supply does not run short 

Personal dent. There arc certain persons who are so far 
superior to others in the same sphere, and whose superiority is so 
much inexplicable on other grounds that it is attributed to their 
innate acid original qualities, which, one cately comes across in 
every, day Iite The earnings that they make on account of this 
personal superiority, or the homage that they command in the 
public for this inherent superiority of talent is their personal 
rent. Henry Ford and Mahatma Gandhi possess this element 
of personal rent to a very great extent. 

Historical argument against Ricardian theory of rent. Many 
criticisms have been levelled against the Ricardun theory of rent. 
It IS difficult and also not very necessary, to mention all of 
them But a few may be briefly touched American economists 
have objected to the theory on historical grounds. They say 
that the most fertile plots of land were not occupied 6rst, as 
supposed be Ricardo It should be admitted at once that Ricardo 
did not attach as much importance to situation as to fertility, 
but by his best lands we should understand not necessarilv 
the most fertile but also those that were favourably situated. 
Many considerations sway an individual before deciding upon 
hjs best land If a plot of land is very fertile, and is also very 
■well situated, but all round this plot, and trees in the plot, 
there ate cobras If that is the case, no one would really like to 
take up such a plot ot land for cultivation, unless he cannot 
find any other and cannot do without cultivation at all. There 
IS a considerable risk which rakes away a great deal from othex 
qualities of the land By best lands Ricardo meant those that 
could be brought under cultivation with the greatest advantage, 
keeping in view the totality of circumstances. 

It IS said that there js no land in man s experience which may 
be called no-rent land Here it may be said that although zero 
IS not equal to nil, it is almost equal to ml The same is the 
case with nc-rent land. No-rent land should not be taken to 
mean strictly that land which has absolutely no rental value. 
It should be taken to signiiy that land whose rental value is 
practically nothing. On both sides of a river, land is practically 
no-rent paying land fAcrlandi' again almost no rent paying 
land It may also be added here that no body can seriously 
contend that there are no no-rent paying lands in new countries^ 
like Australia, Canada and America or m unexplored regions 
or China, Russia and Africa- 



CHAPTER XXII. 

WAGES. 

Peculiarities of lalsour as an agent of production As pointed 
out elsewhere the general theory of distribution is only an appli- 
cation of the general theory of value to the various iactors of 
production Labour is, therefore, no exception to this- The 
problem of wages can be discussed, like other problems oi 
distribution by slightly modifying the theory of value, so as to 
meet the requirement of the case. In the application of the 
theory of value to land, we saw that it did not differ at all, 
from the general theory of value on the demand side But there 
was an important peculiarity in land as regards its supply 
While the demand for it continued to increase its supply 
could not adequately respond to the demand ; and this was dis- 
covered not to be merely its temporary phase but almost a 
permanent characteristic. Only one blade of the scissors worked, 
while the other, though m position, and therefore, playing its 
part m cutting a piece of cloth, did not move. In the case of 
labour also, although the general theory of value is applicable 
to a considerable extent, yet a few important modifications are 
necessary to make it fully applicable. In this sedtion, we will 
fiist discuss a few peculiarities of labour which distinguish it 
from other factors and from ordinary commodities 

(i) The first point to be noted in this connection is that any 
amount of money invested in a young man by his parent or 
guardian cannot be withdrawn, but becomes irrevocably his own. 
This investment is m the first place, very riskv and m the 
second place, when once made. If cannot be re adjusted or with- 
drawn Human life is extremely uncertain. After investing 
a considerable amount of money m a young man, many a parent 
has suffered mental anguish and matetial loss by his untimely 
death Again, it often happens, that the hopes formed by the 
investor are not fulfilled, not only because the young man does 
•not succeed in the line in which he was placed by his parent, 
but because after succeeding in life the young man turns his 
back upon his old parent or guardian Under these circumstan- 
ces, It requires a great deal of far-sightedness, and a greater 
amount of self-sacrifice, to make a considerable investment in thi" 
hving machine • There are some parents who have no idea of 
uvrmxTg'any personal’ fienefft, 6ut have only a desire to see the 
young man well established in life. Not all parents, however, can 
be so self-denying, especially in a poor country like India. It is 
for this reason that free and compulsory education of children, 
above a certain age has been taken up by the State in all ad- 
_ vanced countries of the world; while secondary and higher educa- 
^^ 1 ?^ c parents or guardians The necessity is supplied by 

the State, leaving comforts and luxuries to be supplied by those 
who have the wjll and means to do if. 
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(m) Land and landlord, capital and capitalist, ai? article and 
a trader, are separate one from the other ; not so, however, 
labour and labourer. The two are inseparable from each other. 
A labourer has to be present where his labour is needed- A 
brick does not mind whether the bricks manufactured 

by him are used in the construction of a palace or m that of a 
Nalai but a labourer certainly minds whether his labour is 
needed m a clean quarter or m a particularly dirty one If he 
^mams at work in dirty quarters for a considerable period of 
, time, there is a very great danger of his health getting impaired. 

■ Also a labourer, being, after alia human being tries to find out 
4omething not only about the surroundings where he is required 
'to work, but also about the man under whose directions and 
control he has to work If his boss is of a particularly sour 
temperament, he may think twice before accepting service under 
him, even though other attractions may be present 

(in) A labourer requites some articles for hi« own consump- 
tion and use and some others for that of his family members, 
every day. So, his daily expenditure is more or less fixed He 
musc^arn enough to satisfy at least the elementary needs of 
himself and his family This is. it should be remembered, irres- 
-p^tive of whether he is employed or not If he remains out of 
em-aloyment for. say, a week, he cannot stop all his consumption 
and that of his family. He can certainly curtail it, and that he 
always does during a period of unemployment, but he cannot 
altogether scop ic. During this week, he must become indebted to 
some body, if he has no reserve of bis own to fall back upon 
He remains idle and his time is wasted What he loses during 
this week cannot be regained in any subsequent period. Thus 
It IS said that labour IS perishable, that labour lost once, cannot 
be regained This is a great drawback, and it becomes still 
more serious when a labourer has to support a family. That is 
why 1C IS so often emphasised though without producing any 
appreciable effect, that a person should never marry unless he 
has obtained a permanent job, or has an adequate reserve of 
inon to fall back upon in case of need 

(iv) But this is not all Because he cannot remain out of 
employment for any period whatsoever, owing to the numerous 
demands upon himself and his purse, he cannot stand on equal 
'\bn'Ujr’L 'iifa’iiifcnrJi, 

labourer — a teacher, a clerk, a professor, a judicial or an executive 
officer or any other employee— can be made to do things which 
otherw’ise he would never like to do This abject dependence of 
labour, in general upon employers, deserves serious consideration 
of those who are interested In such things, 

iv) The increase in the supply of labour, if there is a sudden 
increase m the demand for it, cannot Cake place very soon- 
Labourers arc not like commodities which can be produced m 
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any amount or number whenever demanded. It takes a long 
time to bring up, tram, and properly qualify a young man for a 
particular ]ob or task. It is a diflferent thing altogether that 
tens of thousands, or even millions, of agricultural and industrial 
labourers, may be unemployed at a particular time ; but if and 
when the existing supply is absorbed it takes a considerable time 
to increase the supply further. This is a noint ot importance 
only when there is a sudden and a large demand for highly skilled 
or highly qualified labour for a sudden emergency like a war- 
It takes a long to produce generals, admirals, pilots, organizers, 
scientists, artisans and highly specialised industrial workers 
Consequently, it takes a pretty long time to bring about an 
adjustment between the demand for and the supply of labour of 
this type During the period of mal adjustment or non-adjust- 
ment the existing supply earns a sort of quasi-renl The present 
war has caused a sudden scarcity of labour in various fields, 

(ii) It has been very nghtly said that of all commodities 
labour is very difficult to move This is because of the general 
unwillingness of labourers to go from known and familiar 
surroundings to unknown and unfamiliar ones When labour is 
thus not quite willing to move from one place to another place. 
IMS called immobile In India, labour is still very immobile. 
There are great differences of language, custom^ and habits, as 
between one part of the country and another For this reason, 
labour does not ordinarily move from one Province to another 
and even as between one District and another District The 
caste system is another hindrance m the free movement of 
population between different places and occupations This 
renders labour less efficient and less enterprising, with the result 
that Its earning power diminishes and the standard of living 
18 pressed down 

Points of resemblance between labour and other commodities. 
So far we have discussed certain peculiamies of labour which 
distinguish it from other commodities There are, however, 
several important points of resemblance also As Ricardo rightly 
said long ago "Labour, like all other things, which are purchased 
and sold, and which may be increased or diminished in quantity, 
has Its natural and its market price’* Labour, accordingly, 
comes under the general law of value as discussed above 

Wages represent the price that IS paid for the service of a 
labouter. In modern times of money economy, this price is paid 
in the form of money, but in India, especially in villages, they are 
paid some times entirely in the form of goods, other than money, 
while sometimes both in money and other commodities The 
wages, for example, of a day labourer in a village of the U P. 
.^were 3 annas per day and a big leaf of bread before the 
present war, The remuneration that is given in return for the 
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services of workers, like barbers, sweepers, carders, potters and 
others of the same class, is still in the form of agricultural 
produce afrer the harvest has been collected. In towns and 
cities, however, wages are paid in the form of money 

There are slight differences in meanings attached to the terms 
wages, pay and salary Wages ate usually reckoned either hy 
the day or by the week, pay is calculated on a monthly basis; while 
salary is calculated on an yearly basis The mode of payment 
and the method of calculation have also a bearing upon the 
prestige and position of a labourer. The payment that is made 
to industrial or agricultural labourers is usually called wages; that 
which IS paid to intellectual worker like clerks te chers and 
Government officials m vanous departments IS called pay; while 
that which is made to high government dignitaries is called salary. 

Nominal and Real Wages Wages— and we now use the term 
in Its wid,est sense as a remuneration for labour— may either be 
nominal or real By nominal wages is meant the amount of 
money that is paid to a labourer in return for bis work Thus 
the nominal wages of a domestic servant mean the amount of 
money, sav Rs 5 or Rs 10 that is paid to him every month- 
But every one knows that this money is not the only thing that 
he gets m return for his services In addition to it, he gets 
fooQing clothing and quite a decent house to live in which he 
could never afford by his own independent means, tips of money 
now and then from his master and his guests, shott or long strips 
of Journey to enjoy and so on If we take into consideration all 
the other advantages and comforts, and add them to his nominal 
wages, we torm an idea of his real wages. Nominal wages have 
a direct reference to wealth . real wages to welfare. There is no 
doubt that welfare is of much greater importance than wealth. 
Consequently real wages form a more important and more 
interesting topic of study than nominal wages 

Factors affecting Real Wages Tha following factors should 
be kept in mind in order to form a correct idea about the real 
wages of a worker 

(i) Purchasing Power of Money At certain places, commcdi- 
ties can be had cheaper than at others. Living m Bombay is 
dearer than in Meerut; and it is dearer in Meerut than in a small 
town or village This means that a definite amount of money 
can get in exchange more at one place than at another. Under 
these circumstances, it may not be really advantageous for a 
person to go to a place where living is dearer, unless he gets 
wages enough to more than counter-balance the effect of more 
costly living If a person getting, say. Rs lOO pec month in a 
place like Meerut, is offered Rs 120 pec month in a place like 
Bombay, he should not accept the offer on money consideration 
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alone ; because at Bombay he will not be able to get as many 
convenierces and comforts for Rs 120 as ha can get in a place 
like Meerut for Rs. ICO It is possible that a few ot his wants 
may be satisfied more cheaply in Bombay than m Meerut, but the 
necessaries of life, like fooding and house room arc very costly 
there than at places like Meerut It is also difficult to get a 
servant and set up a house except at a considerable expense 

The purchasing power of money is sometimes seriously 
affected by inflation. During the present war. for example, and 
especially during the years 1943 and 1944 prices of all commodi- 
ties and services have gone up. and at the same time paper money 
has become vasriy greater than what it was before the outbreak 
of the war Prices of commodities have become three times as 
much and in some cases even higher than before Under these 
circumstances if wages of a particular class of labourers become 
even twice as much as they were before, the labourers’ real 
wages will still be lower; because while the general prices of 
commodities have gone up 300 p.c wages have increased by only 
200 pc We should not, therefore, lose sight of this fact when 
we sometimes lightly say that labourers in general are very well 
off because their wages have also gone up. We should also 
remember that wages always lag behind prices. 

(ii) Nature of the Work. Some duties are pleasant, while 
others are not so Some occupations are regarded as safe, while 
others are dangerous. Some work is earned on in healthy sur- 
roundings, while some in unhygienic and insanitary places In 
some establishments active work is carried on tor longer period, 
causing great strain, than in others Some trades and professions 
carry a sort of social prestige, while others are not very much 
liked by society AH these considerations have to be kept m 
mind in determining real wages, meaning thereby real welfare. 

(iiil Regularity of Employment A permanent employment, 
even though it carries a smaller money income is preferable to a 
temporary employment which may offer a higher monetary reward 
Employment which ate ony seasonal ot are affected by wind and 
weather may not be, on the whole, as profitable as those which 
are regular When construction work is going on any where, 
and there is a heavy downpour of tains the work is stopped and 
labourers do not get wages for the day, or for as many days as 
rains last. A coolie gets in a few minutes one anna. If the 
employment were regular, his monthly income might be any 
thing between Rs. 120 and Rs 200; but the employment is not 
regular and certain. His monthly earnings do not exceed Rs. 20 
or Rs 30- 

(iv) Preliminary Expenses. Some trades and occupations 
requite a considerable amount of preparation and expense before 
a cerson can join them There are others which require very 
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little of either. Consequently, the money income earned should 
be judged with reference to the ptehmmary effort and expense 
already incurred It takes a long time to become a graduate, and 
fairly heavy expenses have to be incurred for the purpose So, 
if a certain graduate gets a post of Rs 40 per month while a 
matriculate gets one of Rs 20 per month, the real wages of 
the graduate emoloyee are really very small as compared to that 
of the matriculate, although the nominal income of the one is 
twice as much as that of the other 

(v) Trade Expenses In the course of prosecuting one^s 
trade or occupation certain amount ot expenses are necessary. 
These arc called trade expenses They should be deducted from 
the money income, before reaT wages can be correctly cal- 
culated A vakil, for example, has to keep a clerk and 
maintain an office, also Ta conveyance, if possible He has 
also in addition to keep a room m the bar. and has to incur 
other expenses in this connection, like membership fee of the 
Bar Association etc. All these expenses should be deducted 
from his money income. 

(vi) Other Concessions Certain jobs carry with them a num- 
ber of concessions. The Principal of a College, for example, gets 
m addition to his pay, a free bungalow Government servants get 
a tight to pensions, and many others get advantages of the provi- 
dent fund Railway employees get travelling concessions and some 
other advantages It is necessary to take into consideration all 
these pomes before estimating the real wages of any employee. 
Illegal earnings or bribes should not be included in this discus- 
sion, although they exercise a great influence with many people 
in the choice of their occupation- 

(vii) Supplemeotsry Earnings. Some times it is possible for 

an employee to supplement his earnings in certain other ways, 
which are recognised as bonafide by his department A professor, 
for example, can accept examinerships and earn an extra amount 
every year He may write a book on a subject and if it is liked by 
people, may increase hjs earnings. A Civil Surgeon is allowed 
private practice and is moreover peimitced to grant medical 
certificates on receipt of fees. , 

(vui) Employmeat of Family Meoabets This is a very great 
advantage to industrial and agricultural labourers. It is possible, 
sometimes, for their wives and grown up boys and girls to get 
employment, either in the same industry or in subsidiary ones, in 
the same locality This helps them a great deal and they accept 
service m a place and in an industry which makes it possible for 
other members of their tamihes to earn something, even though 
their own wage might not he high. 

tixl Future Prospsets. It a certain trade, occupation or 
profession, offers adequate opportunities for continuous rise, it is 
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preferred to that which does not offer good future prospects, even 
though the nominal wages offered in the latter may be higher 
than those in the former. 

Time Wages. Wages that are paid by the day, by the week or 
by any other period of time, are called time wages The most 
popular method of paying wages in modern times is by the time. 
This system requires a great deal of supervision of the empics'ees 
on the part of the employers. They bav'e to see that the workers 
do not remain idle during the fixed hours of work and that the 
quality of their out-turn comes up to a certain standard. The 
second point is now losing its importance, as the quality of 
out-turn of any product, especially in manufacturing, industries, 
does not depend so much upon the skill of the individual worker 
as upon the character and quality of the machine. Intellectual 
labour is usually paid by the time. 

Efficiency Wages Sometimes, however, it is considered more 
converfient to employ a worker not on the basis of time, but on 
the basis of a unit of work Wages are fixed not with reference 
to time but with reference to the amount of work done by the 
worker. If his out-turn is greater than that of another, he will 
be paid more. Under this system, a labourer who is more 
efficient can earn a greater amount than the other who is not 
so efficient This system of pajment is now losing its import- 
ance m industrial countries, where the amount of work turned 
out by a labourer does not depend so much upon himself as 
upon the machine and the general organization of the business. 
Piece wages are also sometimes called efficiency wages 

Theories of Wages —Different theories have been propounded 
fromtime to time to explain how wages are determined. As a matter 
of fact, the theory of wages is only a special application of the 
general theory of value as applied to labour Labour has no 
doubt, certain peculiarities which distinguish it from other commo- 
dities ; but with all that, it has important points in common with 
xPther commodities- Before explaining the modern theory of wages. 
It will not be without interest to know something of the earlier 
theories advanced at different times 

Subsistence Theory of Wages — One was the subsistence theory, 
also sometimes called the “iron law ot w-ages ” It maintained that 
wages could not remain much above or below the amount 
necessary for the bare subsistence of the labourer and his family. 
This subsistence was to be the very least If at any time wages 
increased above this level, it was thought that labourers, finding 
themselves m a better economic position, would marry and multi- 
ply m larger numbers than before. This v.ouId result m their 
increase, and so by increased competition among themselves they 
y^ould press down the level of wages to its former level On 
x'^he oth-r hand, if wages went below the subsistence level, starva* 
tio.n and misery would be caused among labourers and the number 
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oi marriages would decrease This -would result eventually in 
a shoTtage’in the supply oi labouif and a consequent rise m their 
wages to the old level- 

This theory is not applicable to modern industrial countries 
of the West, and is also incomplete, as it does not take into 
consideration the demand side o£ labour and its productivity or 
efficiency This theory, together with the Malthusian doctrine 
of population and the Ricardian theory oficnt, presents a very 
dark pictures indeed, of the tutute of society 

Wages Fund Theory — This theory of wages w’as developed by 
Mill k IS a definite improvement over tbe subsistence theory, 
^ It takes into account not only the supply side but also 
the demand side It says that wages ace determined by two 
factors. Firstly the amount of capital which is set apart by 
industrialists, not necessanty in a bank but only m their imagina- 
tion, for the employment of laboureis. This amount of capital, 
in the aggregate, is the wages fund. Secondly, the number of 
labourers that seek employment m different Industrie.^ of the 
country. Wages depend upon the relation between these two 
factors, of which, one, labourers, is denominator, and the other, 
wages fund, js the numerator Wagescan increase eitherwhen the 
numerator increases or when the denominator decreases ‘Wages 
fund’ Mill said, ’can be increased by saving, which is not unde, the 
control of the labourers.’ So, it they want to improve their 
position, they should reduce their number and only then can 
they hope for an increase in their wages. 

This theory, although containing a large element of truth, 
left many points unexplained, and made certain wrong assump- 
tions- At the outset, it assumed that there was at any time 
a fired amount ot capital kept apart for paying wages This is 
an unwarranted assumption In the first place, there is nothing 
like a Wage Fund" Even if it is in the imagination of industria- 
lists, It IS never a fixed or even a definite quantity. It can in- 
crease or decrease according as there is a greater or a lesser 
demand font. 

The theory also did not allow for any increase in the wages 
of labourers if then productivity or efficiencey increased This 
was a great flaw m it It conveyed the impression that wages in 
one trade could only luccease at the expense of w'agps m another, 
trade, or at the expense of piofits of the capitalists This was 
not correct. As a matter of fact, it often happens that if 
wages m one trade increase, they also increase m other trades, as 
laboureis with greater money resources would like to spend if in 
purchasing other commodities and services which would result 
in an increase in their demand and ultimately in pushing up prices 
of such commodities and, m consequence, the wages of those who 
produce them Higher wages earned on account of increased 
efficiency do not lower profits, but increase them, as is evident 
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from the latest experience of Henry Ford in his own great motor 
works The theory does not explain why different labourers 
are paid differently in diverse trades and industries. 

On all these grounds, the theory was criticised from all 
quarters Mill began to feel uncomfortable. At this stage, his 
friend, Thornton, wrote to him a letter in which he asked him 
how his theory explained a rise in the wages of labourers by 
the action of trade unions > This letter acted as the traditional 
last straw on the camel’s back- Mill yielded too much to his 
critics and withdrew his theory in its entirety 1 

The Marginal Productivity Theory of Wages The marginal 
productivity theory of wages is an extension of the utility theory 
of value as it was developed at one and the same time m 
Austria, France and England- ft says that wages are deter- 
mined with reference to the amount of net product contributed 
by a labourer whom the industriahst is only ]ust willing to 
employ. We have seen in the discussion of the law of substitu- 
tion that an organizer is always engaged in the effort to bring 
about and maintain an ideal combination of the various factors 
of production m his industry. This ideal combination means 
that he does not invest more resources than absolutely necessarj 
in any of the four factors of production, with the result that in 
the last stages of his employment of any of the four factors, the 
productivity of each becomes almost equal It is this marginal 
productivity of each factor, m this case labour, that guides an 
organizer in deciding upon the rate of wages that he would be 
willing to “pay the labourer Consequently, if the labourer 
develops efficiency and becomes tnore productive than what he 
was before, the organiser would not mind increasing his 
wages, because his net addition to the industry would also 
become greater than before 

We see, then, that the marginal productivity theory goes to 
the other extreme and makes wages depend only on demand, 
and does not give any consideration to the supply side. The 
objections raised against the notion of marginal utility It 
assumes that if a labourer does not get wages according to his 
productivity, he will go elsewhere and demand higher wages, 
rhis IS ditfi'cul’t as labour is not so mobile and' easy to move as is 
supposed in this theory. It also endows the organiser with 
more than human qualities He has, no doubt, a more or less 
accurate notion as regards the marginal productivity of a 
labourer, or better still, of a batch of labourers, in relation to or 
in conjunction with the other factors of production; but how does 
the labourer know any thing about it > He has no knowlegde 
of his own productivity and, atxordmg to this theory, there is 
nothing else to guide him in formulating his demand. Suppos- 
ing, for example, that the organizer knows that the marginal 
productivity of labour is such that each labourer can be paid, 
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say, fifty rupees per month That is to say, the net contribu- 
tion of e\en a marginal batch ©{labourers is not less than Rs 50 
per laoourer So he calculates m his mind that he can pae 
Rs. 40 or 45 or e\en Rs 50 to each labourer- Why should by 
not pay Rs. 30 or Rs 25 only if he finds that labourers, not 
knowing anv thing, and not hating, ant other alternative means 
oi employment, are prepared to accept Rs 25 per montli? If they 
accept the offer, what w II bate decermmed the rate of wages of 
this labour ’ Certainly, not their marginal productivity- This 
qualified them fci Rs. SOper m'mth, but they got only Rs 30 
or Rs 25. I 

It should also be kept m mind that It is not easy in practice 
even for the most experienced ogantrer to form a correct notion 
of the marginal productivity of labour, or, for the matter of 
that, of any other factor of production At the most, he can 
form only a very rough idea of the marginal • productivity of this 
or that factor of producvion We should also remember that 
wages are determined, and have to be paid, much in advance of 
the actual sale of the commodity produced which alone can help 
him in forming even a cough idea regarding the marginal pro- 
ductivities of various factors of production, including labourer 
Demand and Supply Theory of Wages. This is an attempt to 
combine marginal productivity theory and the minimum subs- 
tance theory (with a generous interpretation of roinimuni sub- 
sistence), It 13 pointed our by the exponents of this theory that 
wages ace determined, just as value is determined, tiy the 
interaction of the forces of demand and supply. On the demand 
side, that is to say. on the part of the employer, wages are 
determined with reference to the marginal productivity of 
labour, while, on the supply side, they are determined with 
reference to the standard of living of the labourers concerned, 
especially of that batch of marginal labourers w’ho by its accep- 
tance of the ]ob brings about an equilibnum between demand 
and supply. An employer is pei paced to employ 500 labourers—' 
at the rate of Rs 30 per month. He knows that the productivity 
of the first few batches of labourers will really be much more 
than Rs- 30 per month ; but even that of the last batch will not 
be less than Rs 30 per month. So keeping in view the require- 
ments of his establishment he is prepared to employ SOO 
labourers on Rs, 30 per month per labourer. There is thus a 
demand for 500 labourers at this rate 

Now in response to this demand, the supply of labour may 
be mote or less or just equal to it If the supply is more, the 
employer wilVatonce reduce bis offer and will take advantage of 
the excessive supply If it is less, he w ill have to recast the list 
and revise his minimum offer. If it just equal, the bargain 
will be struck on the terms offered If the number of those 
seeking employment is large, many will come forward to accept 
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the offer forgetting for the time being their minimum require- 
ments or their standard of living, Labour IS perishable one day 
out of employment means a debt of so much This consideration 
IS uppermost in the mind of a labourer If be is a member 
of a Trade Union, he need not lower his demand If he 
remains out of employment for not agreeing to accept 
a low offer his union will give him a dole out of the common 
fund created for this purpose But there are not many labourers 
who are members of trade-unions And even the funds of these 
trade unions are not in — exhaustible In India where tiade- 
unionism has not yet developed, the labourers are left only to 
their own unaided resources 

If the number of those out of employment is not large, 
fewer will come forward to accept the offer of Rs 30 per month 
made by the employer. This will also be the result if the labour* 
ers are well organised and are backed up by their unions, or have 
some savings of their own to fall back upon or have made up 
their minds not to let their standard go down by accepting 
this offer, under such conditions the requisite number does not 
turn up on the terms offered If not less than 50Q have to be 
employed by the employer, he w«U have to raise his offer. But 
if the requisite number turns up m time, equilibrium will have 
been reached that is to say. 500 labourers demanded on Rs. 30 
per month and 500 labourers ready to work on this rate. 

So we find that vhile on the one hand the employer is 
guided in his offer mainly by the marginal productivity of the 
labourers, the worker is influenced in his acceptance or rejection 
of the offer by his own needs and by his own ba^'king or staying 
power Just as an employer will atonce take advantage of an 
excessive supply of labour and regardless of his estimation of the 
marginal productivity of the labourers will reduce his offer, m 
the same way the labourers take advantage of a sudden increase 
in the demand for their labour and irrespective of their own 
minimum needs, will begin to demand a higher wage for 
no other reason than that the demand has become brisk. 

This then is the demand and supply theory of wages. It 
tries to bring together the demand and the supply points of 
view. It assumes that, if at any time, there is an increase in the 
demand for labour, without a corresponding increase in its 
supply, the employers will offer a higher wage owing to the 
increased productivity, at that time, due to an increased demand. 
Under the impetus of this iDCTease in wages, either some 
labourers from other trades will join this industry, or new 
recruits will, after qualifying themselves, increase the number of 
existing labourers, thus again bringing their wages to the former 
level and restoring the old equilibrium During short periods, 
therefore, wages will be governed by forces of demand while 
during long periods the forces of supply and the standard of 
living will have a determining influence. 
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Modern View on Wages. Tlie demand and supply theory of 
wages is the current theory at present, and may be called the 
modern theory of wages, bat it is subjected to the same criticisms 
as the modern theory of value The greatest criticism in both 
cases is levelled against the notion of marginal demand prices 
and marginal supply pnce. It is pointed out that the supply of 
labour, as represented by the increase of population, is not con- 
trolled so much by economic considerations as by social, political 
and religious ones The demand for labour is undoubtedly con- 
trolled by economic considerations, but the notion of marginal 
productivity is regarded as purely a theoretical one. 

Modern economists have subjected different theories, both of 
the past and the present, to a searching criticism They are 
ta^ng realistic view of the problem, and pure abstractions or 
unreal assumptions do not appeal to them The marginal pro- 
ductivity idea has, perhaps, outlived its great usefulness- So 
seems to be the fate of all marginal notions- People now want 
a more practical and realistic treatment of problems. The 
lastesc contribution to the theory of wages has been made by 
Hobson, who says that wages are the result of a social conflict 
between the organiser and the labourer. Wages are high or low 
in proportion to the strength of organisations of these two 
classes, that of the employers and that of the employees 

TRADE UNIONS. 

While discussing the peculiarities of labour it was pointed 
out that labour was perishable A worker js at a disadvantage 
as compared to organised and powerful employers m the matter 
of bargaining for wages In order to minimise this handicap, and 
to protect his interests in other respects, trade unions were 
formed. The essential feature of trade unionism is the substitu- 
tion of collective for individual bargaining 

A trade union has been defined as a contiruous association of 
wage earners for the purpose of maintaining or improving the 
conditions of theit employment Trade unionism, therefore, 
has both a static and a dynamic aspect. It consolidates the 
advantages that it has secured, and aftet doing that, or side by 
side, rhat^. it. tries. tn secure stiU futher advantage Itma::; 
be said, therefore, to have both 3 defensive and an offensive 
programme, for maintaining or improving labour standards. But 
It is something mote than this It is increasingly a constructive 
agency, having as its object the moulding of world conditions 
according to labour ideals The method that it adopts is, at 
least in Great Britain, more evolutionary than revolutionary. 
Within a little more than a century, the trade union movement 
has become a very important part of the machinery of industrial 
life- There was a time, w’hen, on account of certain repressive 
laws, trade unions existed only as secret societies, but now they 
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have secured universal recognition from government employers 
and the public. 

In Britain! There was a time when according to law, as it 
prevailed in England at the tjme, a combination of workmen 
was illcgaL Any body, who was a member of such an associa- 
tion, could be punished by fine or imprisonment- From the 
time of Edward I to the end of the first quarter of the 19th 
century, numerous measures were designed against labour orga- 
nisation During the 18th century, the Industrial Revolution in 
England brought about important changes m the industrial world, 
which were of a far reaching character The status of labourers 
was reduced considerably, and they became absolutely dependent 
for their living upon employers. They were disorganised, while 
the employers were powerful and organised On account of this 
they suffered great hardships during this period- 

Craft'GuUds and Trade Unions The difference between the 
status of a workman and an employer, after the Industrial Revo- 
lution, became very great as compared to that between an 
apprentice and a master craftsman m a craft guild economy, 
^orts are sometimes made to establish a connection between 
the trade union movement of the 19th and 20th centuries and 
the craft guilds of the Mediaeval period; but, except in very 
minor details, the two are not similar- A member of a craft 
guild could become a lo urneym an after a certain period ; while 
a journeyman could befome a master craftsman after fulfilling 
certain conditions. This sort of promotion is.not possible under 
modern conditions Moreover, the causes that brought about 
a rise of modern trade unionism, were vastly different from those 
that gave rise to labour organisation under the craft guilds 

Progress of the movement Inspite of the combination Laws 
that prohibited all combination among workmen with the object 
of obtaining an advance in wages or of lessening the hours of 
work, secret trade societies began to grow. However, after 
-sometime, the Combination Laws were repealed in 1825, and 
from that time onwards there was a rapid multiplication and 
expansion of trade unions and along with that an outburst of 
strikes also, in which workmen were mostly unsuccessful. From 
tb&xe wruiA Jinade iwacwj, N’i'.vr.b 

consisted in anialgamafing local trade clubs and to form societies 
of a national character but confined only to a single trade- 
Members were required to pay high contributions, and there 
were provisions of both friendly as well as trade benefits The 
Amalgamated Society of Eng^^rs formed m 1651 was the most 
important example of the newT^c’of unions The Trade Union 
Acts of 1871 and 1876 made certain points clear and they govern 
the legal position of English trade unions ever at the present day. 
\ At the beginning of the 20th century the trade union movement 
could be said to have been fairly well established in England. 
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There were now national organisations of considerable size, and 
trade unions for practically every type of worker. Between 1900 
and 1913 the membership of trade unions was more than doubled 
In 1900 It was 2 millions, in 1913 it was mare than 4 millions. 
From the period immediately prior to the outbreak of the Great 
War, up to the present time, the chief features of British Trade 
Unionism have been the following — 

1 The unproved organisation and extension of trade 
unionism amongst ‘‘general workers ’ and women, m agriculture 
and railways, and in public services and professions. 

2. The increasing importance of a trade union in the com- 
munity, and in the administration of legislation. 

3 The consolidation of trade union forces through the 
process of amalgamation and federation. 

4 The growing authority of the executive body of Trade 
Union Congress. 

5. The General Strike and the Trade Union and Trade 
Dispute Act of 1927. 

Trade union membership increased, especially among w'omen; 
the highest degree of organisation among them being in the 
cotton industry, where about 62 per cent of w’omen workers are 
in the unions. The total membership increased from more than 
4 millions m 1913, to more than 5 millions m 1926. During and 
after the period of trade depression, the number of membership 
fell, being about 4 millions and a half Ml 1939 It was highest in 
1920. when it was more than 8 millions. It ivas partly due to 
the influence of higher wages which invariably resulted m en- 
larged trade union membership 

Consolidation of trade unions The movement towards con- 
solidation of trade union forces has been a marked feature m 
modern times. It was due mainly to the influence of syndicalism, 
which aims at the government of the country through trade 
unions. The triple industrial alliance was formed in 1914, 
between Miners' Federation of Great Britain, the Transport 
Workers' Federation and the National Union of Rajlwaymen 
federation m many cases proved to be a substitute for amalga- 
mation. The reduction which has taken place m recent times m 
the numbers of unions is explicable, m some measure, to amalga- 
mations that have taken place. The present policy of English 
trade unions is represented by the Trade Union Congress which 
has accepted the policy of public ownership, combined with the 
association of workers in the government and control of 
industry. 

Trade unions and wages The most important function of a 
trade union, both from the histotical and the practical points of 
view, is to bring _^out an increase in the wages of labourers, so 
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that their economic position may improve in individual bargain- 
ing. A labourer is at a very great disadvantage as compared to 
an employer For this reason collective bargaining was substi- 
tuted for individual bargaining This could be possible only 
through the development of trade unionism. The question 
arises, to what extent can trade unions bring about increase in 
wages The answer is, only to the extent that the employers do 
not give just w’ages to labourers on account of their lack of 
organisation, and due to the perishable nature of labour The 
trade unions may sometimes succeed m securing enhancement 
in the wages of their members by simply refusing to allow them 
to work But by just wages we mean those that are determined 
with reference to the productivity of labour It is indeed very 
difficult to find out what is a just wage, but if it cannot be deter- 
mined accurately, it can be rightly estimated after sometime, and 
then changes can be introduced accordingly. 

When, during a period of rising prices, employers get increased 
profits, and refuse to increase wages of their labourers, only a 
little eSort on the part of trade unions in the form of a' well 
concerted demand, or a slight gesture towards a strike, will easily 
induce employers to grant this increase. In the first place, they 
will feel, at least m their hearts, that the demand is just, and 
they can affoid to enhance their wages In the second place, it 
is only during a period of rising prices that employers hope to 
make large profits If at this period a strike is declared, their 
profits are considerably reduced and they lose a great opportunity. 
This, then is the psychological moment for a demand for an 
increase in wages to be made by labourers or by trade unions. 

If the period IS not that of rising prices, and conditions arc 
normal, but it is discovered that ^e rate of wages paid to 
labourers is neither just, nor docs it satisfy the minimum require- 
ments of a fair standard of living of the labourers, a demand for 
enhancement may be made, and if ably put forward and cleverly 
persisted m, there is no reason why theemyloyers should not find 
themselves compelled by pubhc opinion and a sense of justice 
and fair play to grant the increment. But if conditions m trade 
and industry are depressed, and manufacturers are faced with 
competttiori fcom til and ihepeiiod is that of falling puces, 
no amount of organisation on the part of labourers or their 
associations will help them to get any increment, or to resist a 
reduction in wages. 

If some concessions are extracted by sheer force of pressure, it 
would ultimately result in a loss to the employers who may then 
find themselves compelled to give up production. Under such 
circumstances it will be a suicidal policy on the part of labour 
. organisations to press their claims which are really untenable 

Trade unions and the number of hours of work. Another 
great and important demand of trade unions has been regarding 
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the curtailment in the number of hours of work of the labourers 
The number of successful strikes declared with the object of- 
bringing about a reduction in working hours has not been large 
Employers cannot foresee the efFecr of a reduction in working 
hours, although they can very easily calculate the effect of an 
increase in wages. But in recent times the demand for a reduc- 
tion in working hours has become more insistent Owing to the 
spread of education among the labouring classes of England and 
other parts of the world, activities other than economic, and of 
a purely personal nature, have begun to claim greater attention 
of the labourers For example they now want time to read 
papers and other books ; to attend political meetings and political 
clubs; also leisure for the recoupment of their physical and 
mental powers In addition to this, there is also a growing belief 
among psychologists and scientists, based upon definite csperi- 
ments that the output of a labourer does not necessarily increase 
with an increase in his working hours ; and conversely, does not 
nece satily decrease uith a reduction in hours His maximum^ 
efficiency is reached, let us suppose, when he has worked for 
8 hours in a day If he is asked to work for another hour, the 
cost of this work to him in the form of effort will be much 
greater than the return to the employer m the form of his 
output 

So from the national point of view curtailment m the number 
of hours of work is certainly advantageous. Books have been 
publuhed on the subject of relation between fatigue and output 
of working men, in different countries of the world After very 
careful and detailed examination of every factor, the definite 
inference has been that it is not advantageous even to the 
employer to make his Ubojjrec wotk for longer hours Many 
labourers would not believe that they cou’d produce more m 8 
hours than m 9. But experiments made m Germany, England 
and America, have proved beyond any possibility of doubt that 

a continuance of work after the maximum point of efficiercy has 

been reached, does not result in any good cither to the labourer 
or to the employer. The number of accidents becomes larger, 
and costly fixed capital begins to be used carelessly, as the 
labourer is not a complete master of himself on account of over- 
strain. So, while on the one hand a curtailment of working 
krt/wb •gntJa -a ’ra'uuoT.tn tistaSi iirwe Vxsene iin tftbjta tiTiTrAies *ani 
lessens physical strain, it also benefits the employer, in as much 
as losses and expenses arc reduced, and the output is not reduced 
' but IS actually increased. 

Some URsatisfactoiry features of trade unionism 1 Labourers 
become hostile to all improvements in the technique of produc- 
tion which tend to displace labour- Any step towards rationa- 
lisation IS sometimes thoughdessly apposed by labourers. Con- ^ 
sequently. there is sometimes a tendency for strikes to be declared . 
|or no other reason than that the employer had to dispense with 
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the services of a number of labourers* on account of the substitu- 
tion of a better machine. One cannot accuse the labourers for 
this hostility, as it IS caused by the instinct of self preservation, 
but from the jJoint of view of the employer, and- perhaps, or 
industrial production also, it is not justifiable 

2. Some times labourers do not put up the best in their 
work, in the hope that if their output is less, there will be more 
work for others to do. and so its slackness on their part may 
create employment for others This attitude does not appear to 
be justified. 

3 Sometimes, in order to raise their wages, and bring about 
an improvement in their conditions of work, members of certain 
trade unions create an artificial capacity in their numbers, by 
restricting entry of outsiders into their union. This is also open 
to grave objection It it is attempted to improv’e labour condi- 
tions by such methods, public sympathy will dimmish to a great 
estent, and there will be a grave danger of split even among 
labourers themselves 

4 The demand for a standard minimum wage, though satis- 
factory from the point of view of those laboureis who are not 
very efficient, is not satisfactory to those labourers who are very 
efficient, and can hope to get high wages on the score of their 
efficiency and productivity The trade union officials recognise 
the force of this argument, but they find it extremely difficult to 
make any distinction between theic demand for wages of indivi- 
dual workmen. For this reason, the interests of the few have to 
be sacrificed for the sake of the interests of the money, 

Beneficial results of trade unionism 1. Trade unions create 
a bond of sympathy and fellow feeling among all members belong- 
ing to a particular union They understand the importance of 
standing together and realise the advantages of discipline and 
loyalty to their leaders. 

2. By insisting on a standard minimum wage for a particular 
class of labourers the standard of living is raised thereby, thus 
increasing ultimately the productivity of labour. 

3 Those employers who usually depend for their success 
upon the payment of very low wages to their needy employees, 
w, iV.’A -av} -iiTj-eT* cmv iinnii tVie 4^4 rd ■piod'QctitJTi 
4. The demand for a standard minimum wage, when 
accepted, sets the employers of labour to think furiously to devise 
measures for substituting tnacbines for labour. Under this 
pressure machines are, sooner or later, invented, with the result 
that a number of labourers arc displaced, although those that 
remain in employment continue to get the same wages as before. 
So. from one point of view the demand for a national minimum 
^ wage proves mimical to the interests of the labourers in the Ion g 
run, and brings about rationalisation of industry 
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A Brief Survey of Trade Unions in India Trade Unions of a 
sort were not unknown in aoaent India : but after changes in 
the methods of production brought about by contact with w-estern 
civilisation, trade unions of the western variety began to be 
started in the country. They took shape on western lines with 
some necessary modifications in order to meet Indian require- 
ments and conditions Trade Unions were organised, first in 
Madras in 1918. with the help of Mr Wadia, and in the Punjab 
under the guidance of L. Lajpat Rai The Railway Union in the 
Punjab was one of the first few unions to come into existence. 
It also came before the public eye under the leadership of 
Mr Miller From Mad Tasj_the.Tinde.lJnmn Movem ent spread 
to Bombayi which is now its real home, During~The war,’ on 
account of a general awakening m the masses, combined with the 
general rise in prices of commodities, signs of unrest became 
visible among labourers A number of labour organisations were 
started, but they were only of a temporary character, and were 
dissolved as soon as their immediate purpose was served. They^ 
were more or less strike committees, with very little permanent 
strength of memberships or leadership behind them Since 1920, 
however, trade unions, began to attract public notice, on account 
of a large number of stikcs near about that period 

In England, the number of trade unions shons an upward 
tendency when conditions are favourable for labourers; while 
during the period of depression, their number begins to decline. 
In India, however, this does not seem to be the case In 1923 
the movement received a set back owing to, it is said, some 
improvement in economic condition of the workers So, trade 
unions in India have a very shott history It was only after the 
last Great War, with the world wide labour movement extended 
to India also, that Indian labourers realised for the first time, 
the necessity and importance of organisation with a view’ to 
improve their conditions regarding wages and working hours. 

Legal Position. As in England, trade unions in India alsq _2 
were, in the beginning, threatened with penalities, under the 
English Common Law But in 1921, the Legislative Assembly 
adopted a resolution for passing legislation for the protection of 
trade unions in India, In 1926 a Trade Union Act was passed ; 
its provisions applying only to those unions which were registered 
V nViS' nrgismmun ikys oniony oirukr cerrarn 

tions, the most irapoitant of which are furnishing of audited 
accounts, and inclusion in the executive committee of the unions 
of a majority of the workers But this registration is also of 
vc^ great benefit, in as much as it grants immunity to such 
unions and their members from certain legal proceedings. The 
result has been that the number of registered unions has begun 
to increase It was nearly 7C0 in 1939, and the number of mem- 
bers mote than 500.000 The registered trade unions constitute 
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minority of the total number of unions in the country but the 
very active labour organisations have already been registered- 
Difficulties of Trade Union Movement in India. There arc a 
number of difficulties peculiar in India in the matter of the deve- 
lopment of trade union movement In the first place, t h^ labour 
)population in the country is not of a permanent charac^ 
doubt, they eaffnheinrvelihood'by working in factories ; but 
as soon as they have any pretext or occasion to go to their 
villages, they do not hesitate to do so This changing character 
of Indian labour is both an advantage and a drawback. It is a 
drawback because it is not possible under these conditions to 
organise labour on a permanent footing . nor can those workers 
who have finally decided to remain as industna Lworkers throu gh- 
out their li^s»jake_any-actixe_oc_gibid5ng. interesuiuthe^develop- 
' ment nr wn rjcm g nf , t he, moyemer\t,_ It is an advantage, in as 
much as, when strikes are declared aud there is a likelihood of 
their being prolonged fer sometime, the labourers go back to 
their village homes where they remain as long as the strike lasts. 
If the Indian labourers had no village homes, it would not be 
possible for any strike to create any impression, for the simple 
reason that the labourers would not be able to pull on even for 
a short time, in the abrence of any reserve of their own and any 
strike fund' with their unions. 

In the second place, the labour population of industrial cities 
like Bombay, Calcutta etc ts «-Amr>ng,> d nt men who sneak 
different lane uaxes^and have different cuiioms-a rid_hahite Tine 
cannot be helped as long as India remains as big as it is at 
present, and is populated by people speaking different languages, 
and following different customs Very often it is found that 
there is nothing in common between one labourer and another, 
except that both work m the .<arac industry. The common bond 
between industrial labourers is therefore very slender. In the 
third place. on ?rr'7""ri-inLthpir and lark of igpprrnl 

graining . Indian labourers do not like to bind themselves to the 
rigours of discipline which an organised union demands The 
poor labourers find it extremely hard to pay periodical contribu- 
tions. however small they may be They fall in arrears, and 
their names are struck off after some time. 

many ideas of his own ca^be'^ca^ly led away by those who 
want to make him a pawn in their own games The affairs of 
the trade unions cannot be earned on by labourers themselves, 
and for these purposes they have to secure the services of out- 
siders. Their leaders arc mostly from the outside group and do 
dot belong to their own class 

NEED FOR DEVELOPMENT. 

X, With the handicaps mentioned above, it may be said, perhaps, 
that the development of Trade Unions in India is not possible; 
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and that the energy spent over its organisation and development 
will be wasted. But there is no cause for pessimism. It is not 
only the trade union movement which is handicapped by a 
number of causes, but every movement of a beneheial character 
is hemmed in on all sides by similar difficulties The co- 
operative movementf for example, though it has a great poten- 
tiality for good, has not been able to make much headway in the 
country, inspite of the very great application of energy and 
expenditure of large sums of money by the Government of India. 
There is, however, no reason why further attempts should be 
given up What is necessary is a re-adjustment of plans, and a 
change of methods or tactics that may be found necessary. Need 
tor education is certainly very great, and it can act as a panacea 
for most of the evils from which India suffers now-a-days. 

The recognition of a union ts very important from the 
point of view of the union itself. In this connection the Labour 
Commissioner writes — "In our view recognition should mean 
that the employer recognised the nght of the union to negotiate 
with him in respect of matters affecting cither the common or 
the individual interest of Its members” Apparently, there does 
not appear to be any reason why a trade union wnich has been 
registered under the Trade Unions Act should not also be 
registered by the employers Recognition has frequently been 
refused, both by Government departments and by private 
employers, on insufficient grounds. It is sometimes pointed out 
that the union embraces only a minority of the members 
concerned Sometimes, it is said that another union has already 
been in existence Sometimes it is not recognised because 
It has included some outsiders in its executive committee 

As a matter of fact, it is very difficult for labour movement 
in India to make any great progress unless it is guided by 
outsiders, which term means those who are not themselves 
labourers Even in England and other European countries, 
labour movement has always received guidance of those who- 
were not themselves labourers, but belonged to the middle or 
even upper classes Robert Owen in England, Charles Fourier 
in France. Ferdinand Laissalc in Germany, Prince Kropatkin in 
Russia and a host of others, did not belong to the labour class, 
and yet they were highly respected and accredited leaders of the 
labour movement. 

The 15th session of the Indian Trade Union Congress was 
held in Bombay on the J7th oFMay, 11^36 '~Unfortunately*T)n 
a previous occasion a spilt had oaiurced between the right and 
the left wing of the Trade Union Congress. This was at Nagpur 
in 1929, on the question of affiliation of the Congress with the 
Russian communist organisation in the Far East, and on some 
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other gounds. Twen ty four um QO&ie d.bv_DiR -aD-Xbanian^L_aL 
Mr. N. M. Joshi Mr, V \r (jin and a tew others seceded from 
the congress, and set up a separate federation under the name 
of the Indian Trade Union Federation. Even since then, several 
attepmts have been made to bring together the two wings of 
the Trade Union movement, but without any success. In the 
ISth session a Resolution was passed accepting the conditions 
laid down by Mr Gin for union/ between the Trade Union 
Congress and the Indian Trade Union Federation. This was 
done in April 1938 in a joint session of the two bodies The 
Indian Trade Union Federation was absorbed into the Trade 
Union Congress at the 1940 session of the Congress 

The All-India Trade Union Congress had in 1940 a total 
number of 191 Unions with a membership of over 3J lakhs 
affiliated to it. The percentage of female workers is very small, 
only about 4 p c. The representation given to labour in the 
Provincial Legislative Assemblies under the Government of 
India Act (1935) through Specul Constituencies Comprising 
registered Trade Unions has helped registration of new Unions 
and has conferred some prestige value upon membership of a 
registered union. 

As a result of the present War, and the part Soviet Russia 
has so far played in It and is hkely to play m the future, labour 
outlook m this country also has become bright and it is expected 
that labour will play a more important and useful role m future 
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INTEREST. 

Meaning and Justification Interest is the amount of 
money paid by the user of capital to its owner, reference to a 
fixed unit of time. In modern times capital borrowed and lent 
usually in the form of money' and interest is also paid in terms of 
money. It is calculated as a certain percentage on the amount 
lent and is usually reckoned by the year oc sometimes by the 
month 

Interest is really as old as society itself. We find a detailed 
reference about it m the code ot Manu, where it has not been 
prohibited, though usury is generally discouraged m other Hindu 
Shasttas. Aristotle was more strict. The famous phrase, 
"Money is barren, it cannot breed money" is attributed to him. 
The* prophet Mohammad uas even more strict A pious ' 
Muslim may neither pay nor receive any interest During the 
Mediaeval period m Europe the attitude of the church was 
very strict and the business of money lending was held m dis- 
repute. Apart from other reasons, it was perhaps due also to 
the fact that the Jews were engaged m money lending business 
in large numbers, and they did not belong to the Christian 
faith. On moral grounds also, charging of interest was not 
at all liked, as only a harassed individual, and one in great dis- 
ttess, approached a moneytlcndet, who was usually a hard 
hearted person Human symbathy always goes for the weak 
and the poor So, usury was not countenanced by those who 
had a tender heart 

As time passed on new uses for money were discovered. 
Us importance for purposes of production began to be recognised 
In England, a number of companies were registered for carrying 
on trade and commerce w’lth distant parts of the world. THe*"' 
South Sea Company, the East Indj6 Company and other big 
corperauons were formed on a joint stock basis, and a lage 
amount of money, row called capitals invested in these concerns. 
Great changes were also taking place in the matter of extraction 
•of mwAfiV-, -at ‘ibA ttw.s’pAK'iiVi'W. of 

bea \7 goods from one place to another. Industrial, and 
agricultural revolutions were taking place m England, w'hich 
created a very great demalid for money and machinery Thus 
3 great change had taken place in the character of money 
Previously it was used fop.purposes of consumption onij', usually 
by the poor, the needy or the improvident. It was certainly \ 
Uni as capital but •'Wed as wealth. But under these changed ^ 
conditions, it begdh to be used also as capital, that is to say<' 
for purposes of production It was no longer the poor and 
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the needy who borrowed it, but the rich and the powerful, who 
wanted to still further increase their wealth and power. 
Governments of different countries also appeared on the scene 
in the role of large borrowers, both for productive and unpro- 
ductive purposes Whether the charging of interest was 
justifiable or not during the Mediaeval period, no one could 
raise any objection to it when high profits and large fortunes 
began to be made out of borrowed money. 

If a man makes money out of another man's ^oney, there 
IS no reason why he should not pay interest to its real owner. 
But IS It a sufficient justification for the lender to receive 
interest ’ Perhaps not Some other justification is necessary 
and It IS not difficult to find. Capital can be created only by 
saving, which mc.ans not spending one’s money. Spending gucs 
immediate pleasure, while saving holds out a promise of 
future pleasure. But human nature is so constituted that it 
prefers a present certainty to a future hope. Consequently, 
people are not inclined to save, unless they are offered an 
inducement This inducement is interest- 

The postponement of one’s pleasures for the future, requites 
a certain amount of waiting. People are generally very 
impatient, and they do not like to wait; but if they are paid 
something as a reward for their waiting, they may agree to wait. 
Labour is paid for, because it is irksome ; waiting also, being 
irksome though to a smaller extent, should be paid for Under 
the inducement of interest, nore^eople develop the habit of 
postponing their present pleasures'in the expectation of greater 
gains in the future. And uffien this waiang can be productively 
used by an increasing number of people, there is no reason why 
interest as a reward for waiting, should not be paid to the 
suppliers of this important commodity. 

Gross and Net Interest. In the foregoing discussion we 
' have taken interest to mean merely a reward for waiting There 
is no element of nsk’.or^ny other difficulty involved in the 
process A person may be quite prepared to wait for a year if 
instead of a hundred rupees to-day he gets Rs 103 after a year* 
But he may not be orepared to take any other risk whatsoever 
regarding his principal or interest; nor may he he prepared 
to countenance any difficulties or complications m his monetary 
dealings. He wants a return only for his waiting, and for 
nothing else. Accordingly, that ai^bunt of money which a 
person receives it^eturn for his capital purely as a reward for 
waiting, and for n6thing else, is called net interest. The amount 
of interest that a person gets on his fixed deposits in big banks, 
^or on really first class Government securities, is net interest, 
and purely a reward for w’aiting. ^ 
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But every body is not satisfied with such a smail rate of 
increase in his capital. Human natures differ a great deal from 
one another. There are some who prefer a safe and sound 
investment, where there is no risk and no trouble, even though 
the rate of interest may be very small. There are others who are 
of a more enterprising nature They believe that no one can 
evergam if he IS not prepared first to take some risk So they 
are prepared to take risks and undergo some trouble if the rate 
of interest that they can get on thett money is higher. So, if 
along with ItHe irksdnleness of waiting there is also some 
difficulty in the collection of interest and a certain amount of 
risk regarding the safety of both capital and interest, the rate 
of interest must be higher, m order to induce a person to lend 
ins capital under such conditions. Suppose it is 5'’© or 6''o, This 
IS gross interest. It is a mixture of three elements, namely 
reward for waiting, corrpensation for difficulties borne in the 
collection of money, and insurance against risk. 

^The greater the amount of nsk and other difficulties in the 
matter of realisation of the principal and interest, the higher 
would be the total gross interest But it should be remembered 
that an increase in the latter is brought about mainly by the 
other two factors, namely, insurance against risk and compensa- 
tion for difficulties of collection This explains the very great 
difference in the rate of uiterest from place to place and from 
tiisetotime The last two elements in gross interest are so 
variable that they cause wide differences in current rates oi 
interest. Usually when the wrd interest is used in every day 
discourse, it means gross loter^t: while in books on Economics, 
net interest is of gteatet impoitance and so by interest we usually 
mean net interest 

When a village money lender lends Rs. 100 to a local 
cultivator, and charges him interest at the rate of Rs. 2 per cent 
per month, it is not a reward for waiting alone He knows, 
better than any body dse. that he will have to follow th^ 
cultivator frem place to place, and ai^st^im hundreds of times 
before he succeeds in realising a pfirt of the settled interest. 
He also knows that if he takes too much liberty with the 
cultivator, he may in desperation, even use violence against him. 
So he has to keep in mind, while fixing the rate of interest, all 
these troubles and difficulties thatlie ahead 'hlurders oi money 
lenders by their debtors, burning of ledgers, and looting of their 
houses, ate not infrequentgoccurrences now-a-days in rural India 

FACTOES AFFECTING THE HATE OF^NTEREST. 

Productivity of CspUsl The characteristic of capital is its 
productivity, a facLwhich js evident from its definition. It aids 
production in numerous ways, and It IS not possible to carry off 
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production bcjond very small limits without it. Organisers have 
a demand fo capital and other factors of production only on 
account of their productivities. He bargains with the capitalist, 
and the rate of interest is 6xed after both have taken stock of the 
whole situation. We are not here concerned with finding out 
how the capitalist feels and thinks ; we are just at pr^ent 
studying the motives of the organiser. We know that he is 
guided by no other consideration than that of the productivity of 
capital. If he thinks that its productivity is-high, will pay a 
higher rate of interest ; but if he thinks that it is not so high 
as It used to be. or is likely to fall in the future, he will not offer 
the same rate of interest as he might have otherwise done. So. 
as in the case of labour an organiser forms a rough idea about 
the net contribution to the product of his business of a set of 
labourers, in the same way he tries to form a rough idea about 
fbe net addition which a certain amount of capital is likely to 
make to his business This impression, more or less undefined, 
IS somewhere m the back of his mnd when he bargains with^ the 
capitalists regarding the conditions of borrowing additional 
capital. We conclude, therefore, that the productivity of capital 
and the rate of interest are directly proportional to each other. 
One rises or falls with the other. 

Risks. While distinguishing between net and gross 
interest, it was pointed out that gross interest was always higher 
than net interest, because it contained two other elements be- 
sides net interest, one of which was insurance against risk To 
the extent that there is some nskdnvolved m a particular invest- 
ment of money in a certain business, the investor would like to 
insure himself against It by charging a bigher rate of interest. 
When dealing with the various kinds of shares m a joint stock 
company, we saw that those classes of shares which were the 
least risky, earned lowest rates of interest . while those that 
were attended with more risk carried a higher rate We also 
saw that the reason why a village money lender charged a high 
rate of interest from a cultivator was because the latter had 
practically no security cJ^oAr. artd so there was a great amount 
of risk in lending money to him Risk and the rate of interest, 
vdrt, intiucnit tA tis’k 

in any investment, the expected rate of interest or return must 
also be large The rate of interest or return must be high to 
induce people to undertake greater risks 

Mobility of Capital The dev^opment of banking in 
modern times,, ar^ the cstabliAment of stock exchanges in all 
important coufitrTes of the world, have made it quite easy for 
capital to be transferred from one place to another place, and 
I from one industry to another industry If at one place the rate 
"of interest (net interest) is high, while at? another it is low, 
capital will at once begin to flow from the latter to the former 
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Every one would like to send lus capital to a place where it can 
earn more The result is that due to the increased supply at 
the centre where previously high rate prevailedi the rate of 
interest comes down : while due to the flight of capital from 
the centre where previously a lower rate of interest prevailed, 
the rate goes up. Mobility of capital, therefore, tends toequalise 
the*ftte of interest between diBFerent centres 

In the same way, if capital can move freely from one 
industry to another, its productivity, in different industries, tends 
to become th'e 'same The stock exchange of the world helps in 
the mobility of the capital as between different industries. So 
we conclude that the effect of the mobility of capital on the rate 
of interest is to keep it. as far as possible, uniform between 
different areas and different fields of investment. 

Savings. Capital is the result of saving Saving, however, 
does not mean hoarding; it means proper investment If the 
power, the will, and opportunities to save, increase, tthere is no 
doubtrthat a latge amount of money and resources, which ate 
now spent, will begin to be saved and consequently, the amount 
of capital will increase considerably If with this increase in the 
supply of capital, the demand for it remains fairly constant, the 
rate of interest will show a tendency to fall, The rate of interest 
in lower in England than in India, because the amount of savings 
m England is much greater than in this country. 

Theories of interest. Different theories of interest have, 
been expounded from time to time by different economists. As 
with different theories of value^so with those of interest, the 
earlier writers took up only one aspect of the phenomenon which 
appeared mote important to them . and they based their theory 
upon this one aspect alone The productivity theory, for 
example, lays sole stress upon the earning capacity of capital, and 
regards interest as being detccromed by its productivity alone. 
This theory explains correctly enough, the demand side of capital, 
but that, too, only in a partial manner It does not, for example, -- 
take into consideration the demand those people who wane 
money not for purposes of production, but to satisfy their 
immediate needs, very often of a purely unproductive nature 
It does not explain what induces a spendthrift to pay a certain 
amaiuit of interejit The theocY DfigjActs. cooiph^ly tJia suij.’pl.y 
side of capital, which is not less important than the demand 
side. 

Abstinence Theory, flus theory is based as completely on 
the supply side as the productivity theory is based on the demand 
side of capitjl Interest, according to it is cha^ed*because those 
who supply it have to abstain from present pleasures and thus 
make a sort of sacrifice. The payment that is made to them for 
this sacrifice is interest, consequently, the greater the abstinence, ^ 
the higher must be the rate of interest. 
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Serious ob 3 ectiQn IS raised by socialists against this theory, 
especially against the use of the word abstinence It is rightly 
pointed out by them that rich men and millionaires abstain from 
nothing m brdre to save capital, which is, more or less, an 
automatic process with them. Their incomes arc so large that 
they cannot but save. Although the objection is telling against 
the word, it is not so against the theory itself, which merely gives 
a justification for the charging of interest We know that in 
one and the same market, the price of a commodity ig practically 
the same, irrespective of its sources. Wheat, for example, is 
produced from numerous plots, and m different countries, where 
costs of production are not necessanly uniform, And yet. when 
it IS collected together, and sold in a market, each portion of it 
commands the same price whether produced from a fertile plot 
or from a less fertile one The same is the case with capital. 
Money is saved by rich men. middle class people and sometimes 
even by comparatively poor persons This whole amount seeks 
investment, at one and the same time m a market No distinc- 
tion IS possible between the money belonging to a rich man and 
that belonging to a poor person. Both command the same price 
in a market if other conattions are equal 

However, the use of the term abstinence is, really, not a 
happy one. It certainly does a sort of violence to one’s feelings 
when It is intended to be conveyed that there is an element of 
sacrifice, every time, and every where, when capital is saved 
For considerations like this, modetti economists have substituted 
the word waiting for abstinence ^ 

Demand and Supply theory of ;Iolere»t. As in the case of 
value and wages, so m that of interest the demand and supply 
theory is an attempt to combine the productivity and waiting 
theories 0_n the demand side intere st is deter min ed wi th 
Infer ence _ totKe~ntQ duc tivity ot th at amou nt ^ capital which 
must b e invested in ordert5~raaEc fHe combination of various 
factors of production in a business ideal The organiser has, 
■ more or less a definite idea of the nee productivity of the last 
units of capital to be invest^ in his business. Keeping that in 
mind, he decides how far he should go in his employment of 
capital, as one of the several facicts of production This is his 
maximum, above which he will not go. 

On the supply side, it may be said that the inducement to 
s:we_j_hould be such that the necessary amount ot capital Ts fort^- 
coming and supplied to the market When the rate of interest 
is low. a smaller amount of capital will be saved; while, if it is 
high, a larger amount is likely to be saved The rate of interest 
is, therefore, determined at that point where the amount of 
capital demanded is equal to that which is supplied. Tins brings 
about an equilibrium between the demand for and the supply of 
^capital. There are some people who will ^continue to save, 
irrespective of the rate of interest. But this amount is not 
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sufficient to meet the total demand for capital Under these 
circumstances, the rate of interest offered should be such that 
some other people also, who arc not very an'^ious to sase when 
the rate of interest is low, may begin to save and thus increase its 
supply. So, the marginal productivjtv of capital, on the one 
side, and the marginal cost of production measured by abstin- 
ence or waiting of those who are just induced to save, on the 
other, determine the rate of interest- 

Modern views on Interest. In the case of value and wages, 
we should carefully realise the practical limitations of the notions 
of marginal productivity of capital and of its marginal cost of 
production or abstinence or waiting. We should remember that 
there is, in all such cases, an upper and a lower limit and that 
the gap between these tixo limits is quite pronounced The 
determination of interest, as that of viages, rent, and value, is 
influenced by the relative bargaining power of different social 
groups involved m the affair The demand and supply theory 
of interest, however, gives broad outlines of the phenomenon- 
The details should be filled in with reference to conditions pre- 
\ ailing St a certain time and place and under particular condi- 
tions 

Indian Rate of Interest The rate of interest in India is higher 
than that in England or other industrial countries of the world. 
Here we use the term interest in the sense of net interest- 
While discussing conditions of saving or of the accumulation of 
capital. It was mentioned that there were three conditions, 
namely, power to save, wiU to save and opportunities to save. 
Regarding India W'c had come to the conclusion that none of 
these conditions was adequately satisfied with the result that 
the amount of capital seeking investment in this country was 
very small as compared to that in other important countries. 
Naturally, if the supply of a certain commodity is very small as 
compared to the demand for it its price tvogld rise Accordingly, 
if the amount of capital in a country is small, due to small 
amount of savings or due to unwillingness of people to invest, ' 
there is no reason why the rate of interest should not be high 
as compared to other countries 

Looking at the demand side, we find that the demand for 
Capital in India IS lery large. India is still an undeveloped and 
unexploited country, and for her development aid exploitation 
large quantities of capital ate necessary Large sums of money 
were borrowed by the Government of India from England, for 
the construction of Railways and for other productive purposes 
India after some time began to satisfy to ^ome extent the 
demand for capital of the Government of India, but still the 
total demand could hardly he satisfied easily by India a'one. The 
development of H\ dro electricity and the proper utilisation of 
her vast resources could not be undertaken for want of capital ^ 
Elementary and compulsory education, and other necessary 
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tefoims could not be introduced as there, was no adequate 
amount of money for these purposes. The large savings made 
by people during the present war is expected to change radically 
this state of things 

So, when there IS a great scarcity regarding the supply of 
capital, and a high but unsatisfied demand for it, no wonder that 
the rate of interest become high in such a country. Money, 
however, is demanded not only for productive purposes, but ts 
also wanted by people, at least in India, very largely for purposes 
of consumption This is a very bad feature of the demand for 
capital in this country. Those who want money for oroductive 
purposes think twice, thrice, and even more often, before they 
agree to borrow it, at a certain rate; but those who want it for 
unproductive purposes, borrow recklessly- whatever the interest 
The interest demanded by the money lender may be high or low, 
but the borrower’s concern 1 $ only to borrow it anyhow and at 
any cost 

People who have command over capital usually succeed in 
lending it to people who are mostly propertied men. They do 
net care to invest their money cither in big banks, or in Govern- 
ment securities, or in the purchase of shares of industrial com* 
panies, which may benefit them and also tbeir countrymen and 
their country. We cannot blame them for this As long as it 
w possible for a capitalist to lend his money at a high rate of 
interest without any risk, there is no reason why he should not 
invest It there. If the Government wants that lending of money 
for purposes of production may increase, it should pass laws 
discouraging loans for unproductive purposes. Recent debt 
legislation m sevcial provinces is a move in the tight direction 
from this point of view- Some causes of the high rate of interest 
in India (i) Scarcity of capital, on account of poverty, thriftless- 
ness, hoarding habit, and lack of opportunities for saving (ii) 
Absence of means of investment. In this connection it may be 
,^id that the system of banking prevalent in our country is not 
quite suitable to our requirements. Commencial banks in India 
were started on the model of banks xn England, while, as a 
matter of fact, they ought to have been started on the model of 
C^rmany Commercial banks are not at all m touch with rural 
affairs, and they cannot satisfy the needs of the agricultural 
population. More has been said about this aspect of banking 
m another connection. Hoarding habit can be attributed to 
some extent to the lack of opportunities for investment (in) .g 
Moneys borrowed more for purposes of consumption than^c 
production and people have no other security to offer to tb-Z**. 
creditor except land, which is the usual form of collateral 
those who are prepared to lend money demand a higher ra'* 
interest (iv) Risk is greater on account of the compa'’ 
poverty and financial backwardness of the country .vided into 

jle (6) that 
Indp'tT"s rtin 
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Difference in the rate of interest from one locality to 
another. There is a perceptible difference in the rate of interest 
as between a village and a town- It is not so much due to a diffe- 
rence between two localities, as between the rCMdents of tlie 
two localities. Those who reside m villages, are generally acri- 
culturists ; while those who reside in towns or cities, are usually 
trading or commercial people The poor agriculturists cannot 
offer adequate and good security to the money lender In the 
second place there are practically no banking facilities in villages 
while there are, some times, a large number of banks or their 
branches in big cities and towns. In the ab-<cnce of agricultural 
banks, it is not surprising that the rate of interest charged from 
the residents of villages is high The village money lender is in 
the position of a monopolist, and so he charges some times a 
usurious rate of interest, and takes advantage of the farmers’ 
Ignorance. Also, because the land revenue demand is strictly 
enforced, the cultivator is ultimately compelled to go to the 
money lender, and accept his terms. The same is the case with 
the Zamindar's dues His Kanndas are, if possible, even more 
strict vn the matter of realisation than levenue officers of the 
Tehsil. 

Seasonal variation in the rate of interest. In an industrial 
and manufacturing country, the demand for money is more or 
less constant, except at certain times of the year when people 
go out on tours or pleasure trips. In an agricultural country, 
however, the demand for money is concentated during those 
brief periods when crops are harvested. There are two crops 
m India, namely, Rabi and Khatif, For this reason the demand 
for money is greatest during the months of April and May and 
those of October and November. This is also the period when 
marriages mostly take place in India- There is, consequently, a 
very great demand for money during these two seasons, and the 
rate of interest becomes correspondingly high This is shown 
by a rise in the rate of interest of the Reserve bank and, con- 
sequently. of other big banks and first class lending houses during 
these months. The difference in rates between one season and 
the other * e between the busy season and the slack season, is 
sametimes as much as 3 per cent. The system of banking in the 
country is not elastic With the rate of interest so high in the 
market at certain times of the year, large sums of money used to 
remain with the Government in some of their treasuries. The 
Imperial Bank was. no doubt, permitted to issue paper money to 
the extent of 12 ctotes of Rupees against securities at the time of 
stringency, but even this measure did not prove entirely adequate 
for the purpose- With the establishment of the Reserve Bank, 
this inelasticity, and the consequent variations in the rates of 
inteiest, show signs of diminution. 



CHAPTER XXIV. 

PROFITS 


Meaning The term profit is used in more than one sense. 
Some use it in the sense of remuneration for the services of the 
organiser, which include both management and enterprise ; and 
also include under It the interest on the capital belonging to the 
organiser himself. In this sense, profit is composed of earnings 
of management, reward for risk and enterprise, and also interest 
on the capital of the organiser /'This usually is the practice in 
England, as in that country an organiser not only manages his 
own business and undertakes its risks, but also invests a consider- 
able amount of his own capital. 

Marshall, however, does not include interest on the capital 
of the organiser, but he includes wages of management under 
profiti and regards it as made up of two elements, earnings of 
management and remuneration for twk taking. In America, 
however, the practice is to deduct from the net earnings of a 
business, not only the interest on the capital of the business man, 
if he has any. but also to deduct from it the earnings of his 
management, after makmg a rough guess regarding the salary 
which the businessman might have earned elsewhere if he had 
offered his services in some other busmess as a paid organiser. 
So, what is left is only remuneration for risk taking, or the 
reward of enterprise 


The American view of profits has begun to be adopted by 
modern economists, as it makes a close analysis of the various 
component parts that go to determine the net income of a 
business man, and then entirely separates from it that portion 
which is ^uc to the function of risk taking. But although from 
a theoretical and analytical point of view the American view 
is more satisfactory than the English view, from the practical 
point of view it is rot applicable tn cnwhmo.t 
countries other than America. 


An American illustratioii In America a young and bnlli- - 
man, with good general and technical education and gcod con- 
nections, may borrow a large amount of capital from a capitahs^ 
^ on a stipulated rate of interest, and may then appoint a P^'^ 

, manager to start and organise a «:rtain business The otga”i-'er, 

. who gets his salary all right, sets the business agoing 3"d con- 
tinues to work as a general manager or organiser 
rent to the landlord for the use of land or fsrtory budding, pays 
interest out of the earnings of the business tn the capitalist from 
wh. 1 monev ;)ung man; deducts 
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his own salary, and pays wages to the numerous labourers that 
he has employed in the business. After making all these pay- 
ments. and defraying all other expenses incidental to the business, 
he hands over to the young man a certain amount of money 
which is left over after all the above payments are made. This 
sum of money can be reckoned as profit by the young man, who 
is neither a landlord nor a capitalist, nor yet an organiser or a 
labourer- He is only an enterpriser, or a risk-taker; and the 
income that he earns is only the reward for his having under- 
taken the risk of the business. 

Profits in Joint Slock Companies. We come across the same 
position in the case of joint stock companies. In such companies 
interest that has to be paid to outside cieditois, and also that 
winch is to be calculated on the capital subscribed by ordinary 
shareholders, is deducted from the earnings of the company 
before profit is calculated. The general manager who is the 
organiser, or sometimes the managing director, or the managing 
agent, is paid his fixed salary; m the same way rent is paid to 
landlords and wages to laboutets. After all these payments 
have been made or allowed for, that which still remains is pro* 
posed to be divided among ordinary shareholders as dividend or 
profit The ordinary shareholders undertake the real risk of the 
business, but they also provide capital. So they are paid a 
certain rate of interest on their capitel, and only then what 
remains of the gross profit is treated as true or net profit. 

This is, then, the most scientific view of profit. It is only 
the reward for undertaking the risk of business. Payments on 
other counts may be received by the same individual, and so his 
net income may go on increasing, but this net income should not 
be called profit- Obviously, it is composed of several elements, 
one of which is certainly profit. ^ 

The net income of, say, a cloth merchant in India is composed 
of several elements Perhaps he owns the shop m which he 
carries on his business, has invested say about Rs 15000 of 
his own capital but he has also invested Rs. 5000 of ’borrowed 
capital, ’file also remains on 'his shop lor the greater part ol the* 
day, when sales go on. His net income will thus be composed 
of rent of his shop, interest on his own capital at the current 
rate, his own wages of management, knd lastly the reward of 
his enterprise. Not all these items are usually separated in this 
way, but they ought to be so separated and distinctly shown.' 
Theie IS a general tendency to confuse net income with profits 
of a business, but this is not the scientific way of dealing with 
this problem, though it may be a convenient way of looking at^ 
such things. 
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Profit and Wages. In different trades, different elements of net 
income play a prominent part. In some trades interest is the 
important element, in some it is earnings of management, in 
some others it may be only ordinary wages. This depends, as 
mentioned above, on the nature and character.of the calling of a 
certain individual. There are hawkers who go about selling 
different articles from place to place, not as paid labourers of 
some bigger businessmen, but on their own account- It is obvious 
that a large part of their earnings would consist of wages. Pure 
and simple ; some part would consist of profit, hut very little of 
interest. If their earningsare greater than those of paidhawkeis, 
who are merely labourers, and whose earnings are pure wages, 
they will continue to work on then own responsibility and risk; 
but if they find that their net incomes do not go much beyond 
the wages earned by paid hawkers, they, too would give up their 
independent business and begin to work as labourers for other 
big businessmen. So we find that there is really very little 
difference but a close connection between profits and wages. 
A paid organiser gets wages or salaries, but one who looks after 
his own business is also entitled to profits, over and above his 
wages, which, though he docs not receive from any one, have 
yet to be accounted for as discussed above* 

There is, as a matter of fact, only a difference of degree 
between wages, earnings of management and profits, not that of 
kind. The reason is obvious. Labour, organisation and enter- 
prise are really the three different aspects of one thing, labour. 
There is very little difference between labourers of a superior 
class and organisers, as the latter are recruited mainly from the 
former. The difference between organisers and enterprisers is 
even less. The moment an organiser begins to undertake risk 
also, he becomes an enterpriser- 

Gross profits and net profits. The difference between the two 
has already been explained in a previous discussion When out 
jai gross profits, interest upon all capital, wages of all labour and 
other expenses have been deducted, what remains is net profit- 
Net profit is the reward of enterprise only, and has nothing to 
do with the earnings of the enterpriser's own capital and with 
his own coamings of management By adopting the American 
visfr ^ pfeSfs, nv get net pc<^Sc^. swaeacaes called tim proffts- 

^lungs of management, risk and surplus. As mentioned in 
the b^inning, the English view of profit is different from the 
American view. Marshall also differs from the American view. 
He considers earnings of management, remuneration for risk 
and ultimately certain accidental or special earnings as the 
^ different elements constituting profits- 

_ The first two elements arc quite definite. They are deter- 
mined 'as much with reference to their demand and supply as 
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ordinary wages. There is at any time a definite demand for 
the services of those who possess the capacity to look after and 
organise a business. This demand proves effective only through 
the demand for commodities produced under the management 
of such people. Their services have a productivity which deter- 
mines the limit of their earnings- On the other hand there is 
a certain amount of remuneration which people of this class 
expect in return for theit services, which they know cannot be 
easily performed by every one but which, they also know, have 
begun to be increasingly performed by people on account of the 
spread of education and general intclUgence among labouring and 
other classes That is to say. earnings of management, like 
wages, have their demand side and supply side, and with reference 
to both their amount is fixed at any one time and for any one 
trade- 

in the same way, the remuneration for risk is also determined 
w^th reference to the demand for services of the enterprisers or 
risk takers and their supply. In America and England, the 
number of such people who are prepared to undertake risks of 
various kinds is very large as compared to that in India. For 
this reason we find that the rate of profit as governed by the 
element of risk alone is lower in America and England than it 
is in India 

The amount of profits has to be fairly large before risk takers 
come forward in India ; white in other countries even in the 
expectation of much smaller gams a large number of people 
come forward to undertake risks. This is due not only to diffe- 
rences of cemperament, and to the easy availability of the capital 
required, but it la also due m a great measure to the varying 
degrees of trust m the economic policy of the respective 
Governments. So, here too.we find more, or less a demand and 
supply theory. Although the expectat.on of high profits is tempt- 
ing enough to induce many people to undertake risks, there is 
also possibility sometimes even a probability, of heavy losses.- 
Behmd the few prizes in a lottery there are very many blanks. 
If we take into consideration both the prizes and blanks in 
business entcrprizes, as a whole, we come to the conclusion 
that the average rate of profits is not at all a high one. So, 
keeping in view all these facts, there are some men who offer, 
themselves for this service and the society accepts or rejects 
them by accepting or rejecting the commodities put on the 
market for sale through the agency of these nsk-takers. In 
this way their remunerarion is fixed by society. 

There is however, a third element of profit, which is referred 
to as surplus profit, which represents the earnings of a business 
man either due to any accident or some other favourable 
Circumstance. If general prices rise a businessman’s profits 
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increase automatically. The entrepreneur does not do anything 
himself in bringing about a rise in prices- It is purely acci- 
dental, and so not only he alone, but ^ everyone who is m this 
business will gain thereby. But some times extra gain or surplus 
profits are earned not because of such accidental happenings, 
but because of rare qualities in the head of the business. _ As 
if by intuition, he hits upon the tight course of action which is 
best under the circumstances, every time there is any occasion 
for it- Where others bungle, he sees his way clearly through, 
where others hesitate, he goes forward ; and when others 
advance too far, he only moves cautiously. In every case it is 
discovered that he was right while others were wrong. Surplus 
profits earned in this way have no price and no theory. They 
are due to what is called personal rent , that is to say, some- 
thing very rare in a person. For this a person earns a high 
scarcity value, and continues to do so as long as such marvel- 
lous powers of reading the future and utilising the present re- 
main confined only to a handful of people in a country- 

Surplus Profit and Rent. There is something in common between 
surplus profit and rent- If (he demand for a commodity 
suddenly rises, its producers and dealers earn an extra profit 
which has no connection with normal profits of the business. 
This IS also the case with rent. When the price of agricultural 
produce increases, the owners of land get enhanced rents and 
other sellers of agricultural produce also get enhanced price 
which has no connection with normal price The important 
difference, however, is that the extra profits disappear after 
some time, when a large amount of the commodity begins to be 
produced , but rents remain permanently high. 

But where surplus profits arc earned not on account of such 
accidental causes, but owing to the rare combination of certain 
qualities in the head of the business firm, there is no difference, 
between them and rent- Rent of a fertile plot of land is higher 
. than that of on ordinary plot, because of some permanent 
differences in the texture of the soil In the same way, these extra 
gains are due to the permanent superior qualities present in one 
businessman, which are not present in another This is, what we 
calL'the. elfijm*jit.nf. 

Also, just as rent does not enter into the cost of production 
of a commodity, and so docs not affect price in the same way such 
surplus profits as are earned by businessmen owing to their rare 
personal abilities, do not enter into the cost of production of the 
article, and therefore, do not affect price. This cannot be said of 
normal profits which do enter into the cost of production and affect 
price- 

Tum Over. The amount of profit is determined by the rate 
- of profit on sale, multiplied by the total amount of .sale If 
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the rate of profit is, say, 10 p. c.. and the sale of goods in a 
particular period of time has been of Rs, 10,000, then the total 
amount of profits is Rs, 1,000. If, however, the rate of profit is 
only 5 p. c . but the sale of goods during the same period has 
been of Rs, 100,000, the total amount of profits rises to Rs. 5000. 
Profits, therefore, depend both on the rate of profit and the 
turnover. In a small establishment the total turn over being 
small, the rate of profit is high. Even then, total earnings in a 
small establishment seldom come up to that in a large establish- 
ment In the latter, even though the rate of profit may be low 
the total amount of profits rises to a very high figure on account 
of the rapid turn over. This is one reason why in a large scale 
business, the prices of commodities are low, and yet the profits of 
the manufacturers or traders are high. Herein also lies the 
importance of markets for large scale industries. If a few 
markets are lost, the out turn diminishes, and the price cannot 
remain as low as it was before the loss of the markets. On the 
other hand, if some more markets are secured, the out turn 
increases, and with it there is a tendency for the price to fall. 

Profit and Price. It has already been mentioned above that 
normal profit does effect price, as it enters into the cost of 
production of an article ; but that surplus profit which is earned 
oy certain exceptionally gifted business men and manufacturers 
does not affect price, as it does not enter into the cost of pro- 
duction and is of the nature of tent. Another sort of relation 
between profit and pnee may also be explained. Profit is very 
sensitive to price. If the price of^ commodity increases by even 
so little, other things remaining the same, the profits of the 
business men increase very considerably specially, if the business 
is on a large scale, and the turn over is rapid- On the other 
hand, if there is a fall m the price of the commodity the 
profits decline considerably ; and may disappear altogether. 

Profits bear the brunt of a fall in price, or an increase in 
expenses under any item. In businesses where the amount of fixed 
capital isjvery large as compared to circulating capital, the rate 
of interest, at which capital can be borrowed and replaced, 
affects considerably the amount of profits earned by the busi- 
ness men. In industries where wages bill is heavy, a slight 
•nittiTcfst ‘m "fne race o't wages sometimes fnteatens to wipe o'ff 
the entire profits of the business men. Labour leaders, much 
less the labourers themselves do not keep in view, the fact that 
on account of keen competition in the industrial world, the 
rate^ of profit is everywhere on the decline. If the rate of wages 
IS mcieased only by, say one Rupee per week, that is' to say, 
only by a few annas per day ; and if the number of labourers in 
this industry is, suppose, 1000. then the profits of the manufac- 
turer will be reduced by Rs. 4000 per month, unless the amount 
of out put per labourer increases, or there is a reduction in other 
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expenses of production or there is a rise m the price ) of the 
commodity. Profits are, therefore, very closely related to inte- 
rest, wages and price. 

Profits in India. The mam industry in India is agriculture. 
Its condition, however, is not at all satisfactory. The agricul- 
turists, that is to say, the growers oftheiaw produce do not, 
on the whole, earn any profits ; on the other hand, the agri- 
cultural industry in India has so far been carried on at a loss, 
as is obivious from agricultural indebtedness which had become 
so great by the year 1939.^ There were no doubt, other causes 
also oi agricultural indebtedness, but the absence of profits 
was also a very important cause. 

As has been mentioned in some other connection m this 
volume, the cultivators do not really know how to calculate the 
expenses of prodution of their crops, and consequently, they 
have no idea of the true profits of agriculture. What they 
regard as orofits are nothing more than their own wages, and 
those of their family members who assist them in agricultural 
operations. While^orming a rough estimate of their expensesi 
they never take into consideration their own wages, and so do 
not deduct the amount 'of money that they might have earned 
as wages, from their gros s income. Nor do they deduct^any 
amount as provision~FofTHe insurance of their cattle, or forlhe 
insurance of their crops against accidents So we are safe in 
concluding that the most important industry of India does not 
really yield any profit to those who are primarily engaged m it.\ 

This does not, however, mean that those who are engaged 
in the sale and export of agricultural produce, namely, the 
tradesmen and commercial people, do not earn large profits. 

• They earn profits through the difference in prices at which they 
buy produce from agriculturists and sell it. either locally in the 
country, or export it to foreign countries. This class has made 
large gams during the last about one hundred 3 ears, since the 
advent of railways in India and the development of the import 
andlexport trade of the country They have made large profits 
because, on the one hand, theycould always get a good bargain 
with the cultivator, and, on the other, they got all facilities from 
commercial hanks, railways etc-, as the Government policy was 
to encourage the foreign trade of India which consisted in the 
export of raw materials and the import of finished products. 
Conditions have changed during the present war, hut how far 
they will prove permanent cannot be surmised as yet. 

V 

The manufacturing mdus^'\of India may' be divided into 
two parts — ( 0 ) that which is earned on a small scale ( 6 ) that 
which is run on modern lines. The condition of rnd”'tries nm 
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on cottage lines and on a small scale, is as bad as that of agri- 
culture;^' Cottage industries have no support of the Government 
and they are only struggling here and there. If small scale 
manufacturers are still showing signs of activities at certain places 
it is because they, too, are quite sansHed with earning their 
wages of labourer wages of management. They think that they 
are getting some profits, but this impression is due to the fact 
that they have not very accurate idea of the scientific 
meaning and significance of profits If from their small earnings 
they deduct interest on their own capital, and their own wages 
of labour and management, they will find that nothing remains 
behind, except perhaps a negative quantity. 


Industries run on a large scale do make some profits. But they 
are ever apprehensive of unfair competition from abroad either 
with subsidised commodities or with commodities imported into 
India from countries with highly depreciated currencies. If 
inspite of these handicaps, some industries still show profits, 
the Government is ready with its excise duty. In the end it 
may be said that there is not much spirit of enterprise left among 
Indian capitalists on account of uncertainty on various grounds. 
For this reason very few enterprises are undertaken and fewer 
succeed. The present war offered a unique opportunity for 
many new enterprises to be started m India, for meeting the 
numerous war xequireraents. For one reason oi the other, how- 
ever, it was not availed of On the other hand, when Indian 
capitalists offered to start new enterprises of this nature on 
their own responsibility and with their own capital, they were 
dissuaded from doing so and sometimes hindrances were placed 
in their way by the Government- The result has been that 
Indian masses have suffered greatly for the paucity of goods, 
and the Government of India, too, find themselves still depend- 
ent on foreign markets for many essential goods which could " 
be manufactured in the country. Better sense has begun to 
prevail now (1944) and a motor car manufacturing company has 
received permission to start work. 
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CHAPTER XXV. 

CONSUMPTION 

Meaning. The meaning of the term Consumption has been 
given in the chapter headed ‘Some Elementary Notions’ in the 
opening pages of this book. It vviU be better if before going 
through this chapter that portion of the book, m which the 
msamng of the term Consumption is explained, is read again. 

Consumption is quite different {torn destruction The latter 
means insensible and irrational treatment of wealth, or any other 
thing ; while Consumptio n mean s.extractmg advantage or_benefit 
ou^t of a certailrthiflgr^here ir Hai dly any man, outside a lunatic 
asylum, 'who would like to deliberately destroy his or others’ 
wealth, except in a not or war But it very often happens that 
what IS usually called consumption, may be nothing better than 
waste or destruction If a certain thing is consumed in such a 
way that no benefit really comes out of it to any body, it is really 
destroyed rather than consumed It is not every body who 
'understands the right use of a certain thing If, therefore, he 
gets possession of certain things, which he does not know how 
to use, and which are really beyond the reach of his intellect, he 
will either keep them aside or throw them off. An uneducated 
son of a highly learned father may find himself in possession of 
a^very good collection of books left to him by his father. Not being 
"uimself educated, he cannot make a right use of this library, and 
so, as fat as he is concerned, the books are useless for him After 
sometime, the whole collection will really be destroyed by careless 
handling and misuse 

Sometimes people inherit wealth, but they do not know 
how to make a right use of it The result is that the wealth and 
property IS not really but is destroyed m course of time. If 

tenants do not make a right use oTlhe house in which they live, 
but use it carelessly, which might result in greater damage than 
the rent pa^d to the landlord, the house is not ujcd but is really 
i^mg destroyed In this way wecansaythatmonesensethereis more 
^'JtSituction of wealth than consumption Byconsumption of wealth 
'‘we mean its right use, while by destruction we mean a wrong use By 
converting money into odd looking gold ornaments worn by ladies in 
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many parts of India, wrong use is made of a wealth- A better use 
would have been if the money were invested either in banks, or 
in the purchase of certain Government securities, or in any other 
way, which might have brought regular income to the owner 
thereof- The former is destruction, while only the later is true 
consumption. Many ladies and some gentlemen may not agree 
with this view, but here it is, for all it is worth. 

When a man gets an income either out of his business, or 
out of his service, he has two courses open before him. One is 
to spend It for the satisfaaion of certain immediate wants The 
other 13 to spend a considerable portion of it for the satisfaction 
of his present wants and to keep back a certain portion which 
may not be very necessary to spend just then He saves and invests 
this portion in such a way that he begins to get some income out 
of it ; that is to say, he converts this saving into capital, so that 
he may begin to earn an increased income from it after sometime- 
Saving may be converted into capital, as in the above case, or it 
may simply be kept in the form of wealth, by hoarding it. , 
Wealth may be hoarded, either by simply keeping money in 
ones’s iron safe for some future use or by converting it 
into gold ornaments When money is kept back from current 
use and stored, it is called hoarding But if it is kept back from 
the right use. that is to say, is neither rightly spent^ nor rightly 
invested, but is wrongly utilised, it as mentioned above, 
destruction of wealth. So money converted into gold ornaments 
is really wotse than hoarding. It smacks of destruction of wealth as 
it progressively continues to depreciate as a result of constant 
use or remelttng in response to a new design 1 

Importance of Consumption. Earlier economUts did not * 


attach any great importance to the study of consumption. As 
a matter of fact, they did not even recognise it as a separate, or an 
independent branch of Ecohomics. A little discussion of a few 
important wants was regarded enough for the study of consump- 
tion Adam Smith and odier classical economists, gave very fireat 
importance to production, butnepiceted the study of consumption 
But in modern times we find that a great importance has begun 
to be given to the study of this branch It may not be wrong to 
say that in modern times there has been a sort of reaction against 
the old tendency, and uc find that to the extent the study of 
consumption was neglected by previous economists., it is now 
emphasised by modern writers. This is perhaps a natural result 
of the earlier neglect I In jhe determina t ion of value, and in so 
I many_DtheiL£onnections.' the_cmt-' nl .pro'auction. or the sunpTv 
^ide, w as given very grcat_pminmenceII^hiJe t he dem and or 
Tutiirty side was entirety neglected 1 * 

IT was Tevons and other contemporaries of his, gave 
consumption Its* cightfuTplac^ ■Jevons ga\ea cIosTand^reful 
attention to the study of demand and consumption, and also tO 
the motives underlying them- He discovered anew theory, or 
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strictly speaking a new point of view in connection with the 
theory of value and placed the study of demand, and so of 
consumption, at a very high pedestal He also brought to the 
notice of people the great injustice that had been done to 
consumption and demand by previous economists So from bis 
time onwards, the study of consumption began to receive very 
great attention. 

Economics is concerned more with qualitative discussions 
than with quantitative ones Madiematical economists have 
tried to give it a quantitative turn, and have adopted methods 
to measure different economic motives as accurately as possible. 
It cannot be said that this change of method or point of view, 
has done any real good to the development of Economics, 
but it cannot be denied that it has given a great deal of 
definiteness to our ideas regarding economic phenomena. Much 
more important in its results has been the adoption of statistical 
methods in collecting and comparing economic data from time 
to time and from place to place- A comparison of the 
budgets of consumption of different classes of people gives 
fat gceatec insight uito their economic positions than a mere 
theoceucal or verbal discussion. 

A great change has also come over the mentality of people 
during the successive decades of the 20tb century The effect 
of consumption upon production was previously not so carefully 
studied as ic is now. One’s effiaency is affected enormously by 
the quantity and quality of those things that he uses or consumes 
If a man does not consume as much as is necessary for Hm, he 
cannot also produce much, after some time. Also, while produc- 
tion is c mcerned more with value and wealth, consumption is 
related more to utility and welfare- In the 20^ century, more 
attention has begun to be paid to the welfare of an individual, 
or a nation, than to wealth This is an additional reason why 
the-study~ofronsumDtiorLis^ o_wing m im porfancer 'ThenTlastly, 

- the aim of Economics being elimination of poverty from the land. 
It becomes essential to study and watch the condition of working 
classes, and of the poor and indigent people in a country By 
collecting figures regarding the quantities of different articles 
consumed by them., a rough idea can be formed of their ptesenli 
economic condition When this is done, necessary steps can be 
taken to improve their position- Also, it is necessary to study 
the consumption of the rich and well-to-do classes of the country, 
with a view to discourage that portion of it which is considered 
to be injurious in the interests of the country, and also of the 
consumers themselves. The lot of the poor can be improved only 
, out of the funds collected by taxing the consumption of the rich- 
^ So. the study of consumption has, in recent times, assumed an 
importance which it never possessed before, but which it always 
deserved- 
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Human Wantt. The nature and characteristics of human 
wants are Quite different from the nature and characteristics of 
the wants of lower animals and of negroes. The wants of animals 
are very few. They are mostly* what wc may call, physiological 
wants ; that is to say, those that arc connected with the living 
organism of an animal There is. for example, the want for food 
and water ; the need for protection from the inclemencies of the 
weather, and then certain other animal wants which are natural 
to every living being. After these elementary wants are 
satisfied, animals or undeveloped human beings, like negroes, 
become quite satisfied. They do not feel more wants, and so 
undertake no further activities Carnivorous animals, after 
killing tbeir prey, and satisfying their hunger, take rest, and do 
not like to be disturbed by any living being during this period. 
Animals which they usually prey upon, may pass before their 
eyes, without exciting their curiosity, much less anger, or desire 
for destruction. No new wants take the place of old ones and 
so. for this reason, animals may be regarded as very happy. After 
satisfying their hunger and thirst and their sexual mstmet. they 
do not develop fresh wants of a different character. 

The same is also the case, to e considerable extent, with 
negroes, or with those who are not civilised in the modern sense ; 
that is to say, those who have very few wants. The leading 
characteristic of economic progress in modern times is the 
multiplicity of wants If the wants of a people are few. it is 
supposed ^at their civilisation is of a backward type Looked 
at from this point of view, India is not regarded by some as a 
fully civilised country. India and China, as also certain other 
Asiatic countries, are^ regarded as semi-civilised in this sense. 
Civilisation however, is a relative tcim ; that is to say, it has 
no absolute or fixed meaning attached to it. Different 
people give different interpretations and significance to it. 
Europeans' give a different meaning to civilisation while the 
Asiatics, and especially the Indians, hold a different view 
altogether on the subject- While in the West, a multiplicity, 
of wants IS regarded as a sign of progress, in the East 
only that individual and those nations are regarded as 
superior to others who have brought under control their wants 
and have succeeded in reducing them. This does not necessarily 
mean a reduction m every kind of want.. If a certain petsoa’s 
material waiits diminish but his non-material wants increase, he 
cannot be said to resemble animals- Higher wants take the place 
of lower ones, and this process continues till material wants, 
which are clearly the grosser of the two, ate entirely brought 
under control by an individual, and the non-material wants, 
which are sometimes referred to as spiritual, go on increasing It 
is only in this sense that prophets like Jesus Christ and Moham- 
mad, and great men like Gautam Buddha and Mahatma Gandhi 
are universally accepted as highly developed jndmdualitjes. 
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though their material wants were few The greatest man of the 
world. Mahatma Gandhi, ha^he least number of wants. 

We may now discuss certain characteristics of wants, in 
general ; — 

1. Wants are unlimited in number Wants are unlimited in 
number This is their most outstanding characteristic. When one 
want of an individual is satisfied, he is not satisfied for ever. 
The moment his first want is satisfied, another comes up and 
takes Its place, and he begins to exert himself for the satisfaction 
of the second When, in course of time, this second want also is 
satisfied, a third and thena fourth, and so any number of w'ants 
continue to appear after the satisfaction of previous ones- This 
is, m one sense, at the basis of all economic progress, using the 
term in its modern sense. This is what is called by certain people 
a ‘splendid discontent’. If a man is very easily satisfied by his 
circumstances, or by the position in which he finds himself, he 
will not gain very much by this attitude of his mind, except 
that he would, save himself from the worry of effort and 
struggle. When we go and mix with untouchables, we find 
that many of them, perhaps most of them, are quite satisfied 
with their lot. This is really a very alarming symptom. 
The best way of improving their position is to make them 
discontented with their present lot and position The cAanwrs, 
sweepers, doma, kavjars and others, have actually begun to 
regard themselves as something totally diff(>rent from the rest of 
the humanity. It is no doubt, highly leirettable, but tve oursel- 
ves are responsible for this state of things. So, what is really 
needed for the material progress of a society is a state of discont' 
ent in the minds of people regarding their own condition and 
position Only then wiU it be possible for them to put up efforts 
and make sacrifices for the satisfaction of their increasing wants. 
This is also the only possible method of raising their standard 
of living If a man wants more commodities before he can feel 
satisfied, he will have to work harder in order to satisfy these 
growing needs. 

2.. Wants are limited in intensity The second characteri- 
stic of wants is that they are limited in intensity. Although 
wants, in general, ate unlimited m number, each separate want 
is limited in intensity. If it were not so. wants could not be 
unlimited in number. If the desire for food were not satiable, 
the desire for clothing could never anse. If it were r ot possible 
to satisfy the more important wants, a man could never 
^ink cf less intense, though perhaps more refined, wants. 
So, both the first and the second characteristics go side 
by side While the first charcteristic is at the basis of all 
economic progress, the second charactenstic forms the 
basis of a very important law in Economics, called the I-aw of 
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Diminishing Utility. We will have occasion to discuss this law 
after sometime Here it may be mentioned that it is not always 
possible for the satisfaction of each separate want to be carried to 
the utmost limit Also it is not always necessary that previous 
wants should all be comphitly satisfied before a fresh want can 
anse A point of complete satiety is neither possible, nor is it 
really, very desirable. As is often said, it is better to give up 
the consumption or use of a certain article, even though tempo- 
rarily, at a point when the desire for it has not altogether died 
out. When, in certain cases, the satiety level is reached, it takes 
some time for the desire to wake up again. If 30 or 40 cigarettes 
are used by a smoker, when he usually smokes only 15 to 20 
cigarettes — this often happens on marriage occasions or in certain 
other social functions— there is a sort of reaction, and so. for 
some time, there is some disinclination to use or consume the com- 
modity which was at one time so much to the taste of an 
individual 

3 Wants ate complementary. Wants are also said to be 
complementary. It means that there are many articles which 
are wanted in a group. A single article of that group does not 
satisfy the real need ; only when they are supplied in a group, 
can the want be satisfied. If a person wants to play tennis, 
he must have tennis shoes and a tennis racket ; while m the 
club thete must be a tennis lawn, tennis balls, net, screens, 
ball'pickers, chairs and tables etc. All these things are wanted 
in a group This characteristic has created certain very complex 
problems of value, which have been briefly discussed in the 
foregoing pages under joint demand, joint supply etc. 

4. Wants are competitive The next characteristic is that 
.1 ' are not only complementary but they are also competitive. 

1 nis is also one of their most important and leading characte* 
ristic. We are always engaged in balancing advantages and 
disadvantages of one course of action against the other The 
problem that always comes up before a family man, or before 
any man if he lives and moves in soae^ is which wants to satisfy 
and which to leave unsatisfied, for the time being Also, an 
equally important problem is wbat method should be adopted to 
satisfy those wants which it has been decided to satisfy. There 
being numerous methods to satisfy wants, it is not an easy task 
for an individual to decide as to which wants should be 
satisfied and how Here we find the great problem which we 
discussed under the law of substitution. An organiser is always 
faced with the competing claims of different commodities and 
services for the satisfaction of a particular want A family man 
is usually confronted with a large number of commodities which 
are equally competent to satisfy certain wants of himself and his 
family, which he thinks must be satisfied Leaving aside the 
- organiser jn the field of production, and the head of a family in 
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the domain of consumption, we find that every individual even 
in humbler spheres of life, finds lumself almost torn asunder by a 
large number of alternative acdons open to him at every moment 
At any one time there are a number of things that can be under- 
taken. Just as a unit of money gives a command to an individual 
to get in exchange any artide to the extent of the purchasing 
power of the unit of money, in the same way, but in a greater 
measure, a unit of time gives a person a wide control over 
numerous alternative courses of action, which may be adopted 
during that unit of time Consequently, in both cases a man finds 
himself very busy in comparing the claims of different commodities 
and numerous alternatives, one against the other, for final 
adoption. 

5, Wants tend to become habits. There is still another 
characteristic of wants which is important in its effect upon the 
*conomic well being of mankind- It is that wants, when they 
lave continued to be satisfied for sometime, tend to become 
aabits. This means that if a person has begun to satisfy his wants 
in a particular way, after some time he becomes accustomed to 
the satisfaction of those wants only in that particular way. This 
characteristic is both advantageous and disadvantageous. Suppose 
a certain person, born m a high and rich family, becomes 
accustomed to certain comforts and luxuries of hfe. After some- 
time hu father or supporter dies, and for various reasons, over 
which he had not much control, bis posiiion becomes very weak.. 
Having become accustomed to certain comforts and luxuries, 
which have now become habits with him, be finds it very difficult 
to give them up. He actually feels pain when some of his cus- 
tomary wants ate not satisfied in the usual way. He has perhaps 
never spread his bedding himself, and also never cleaned his 
own room If he finds himself in a position where it is not 
possible for him to engage a servant, and, consequently, if he 
finds himself compelled to spread his own bedding and clean his 
own room, it will cause him a great deal of pain and suffering. 
That is why it is often said that a man should not become so 
much accustomed to a certain want or habit that if he is required 
to give It up, for one reason or the other, he may not be able to 
do It without pain and suffering. 

But there is also a great potentiality for good latent in this 
characteristic. When once people become accustomed to the satis- 
faction of certain wants in a particular way, they Will not easily 
give up the consumption of those articles, and they will not easily 
submit to those conditions which may make le impossible for them 
w satisfy their wants in the traditional manner Labourers in 
England, for example, who have now become accustomed to a 
pretty high standard of living cannot agree to a reduction in their 
wages, or to an increase in the number of hours of work They 
have raised their standard of living to such an extent, and their 
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wants have become so vaned and numerous, that reduced wages 
will make it impossible for those wants to be satisfied. They will, 
therefore, resist with their full strength any reduction in wages 
Then again, they have become so much accustomed to take part 
in certain activities after their work in the factory is over, that 
if the number of working hours is increased, they will not find it 
possible to adjust themselves to changed conditions They 
cannot therefore give up any of those outside activities which 
have begun to claim a large proportion of then time. This is 
then the bright side of this characteristic 

Classification of Wants Wants ate classified into Necess* 
aries, Comforts, and Luxuries. By Necessanes arc meant those 
wants which must be satisfied in order to enable a person to 
preserve his life and efficiency m a normal way. Comforts are 
those wants which when satisfied enable a person to pass his life 
with ease, and without any cate and anxiety- Luxuries are those 
wants which enable a man to lead a life full of material pleasures- 
It is, however, very difficult to give a correct idea of the exact 
significance of these terns. 

Necessaries are further divided into Necessaries for 
existence. Necessaries for efficiency, and conventional Neces- 
saries. Under Necessaries for existence are included those wants 
the satisfaction of which is necessary for the preservation of the 
hie of an individual- They comprise wants for plainest food, and, 
course, water and only so much amount of clothing and 
which 18 necessary to protect the individual from the 
'ours of different seasons of the year- 

Necessaries for effiaency are those wants which should be 
’ if It IS meant that a person docs not simply drag on his 
existence but can live and work efficiently. While he needs the 
plainest possible food for the maintenance of his life, he needs a 
slightly ncher food for maintaining or improving his capacity to 
work. If a certain person gets a few vegetables or pulses, now 
and then, or a little Ghee or milk, or things like that, they will 
surely help him in developing his health and so his physical 
capacity to work. There are also certain other wants which are 
Ii^het essential to be satisfied on the ground oltha iiiaintc»iiajic.e 
of life, nor on that of improving or maintaining the efficiency 
of an individual Their satisfaction has begun to be regarded as 
necessary only because man has become accustomed to them. 
They are called conventional necessaries which mean that they 
are necessanes only because of customs or habit. 

Let us examine in fuller details the three classes into 
which necessaries have been divided Before proceeding fur- 
ther it may be mentioned at once that the whole subject which 
we are now studying is of a highly controversial character- 
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There is no finality about it. and also no definiteness anywhere 
at all. The notions underlying the terms Necessaries> Comforts 
and Luxuries are all relative, that is to say, what is a Necessary 
for one at one place, may be a Comfort for another, and a Luxury 
for a third ; or what is a Necessa^ for one at one place may 
be a Comiort for the same individual at anotber place or for 
other individuals at other places- With the change of circum- 
staf'fps and place and time, and , mp_ individual himself 
TEe character of v^ts changes. What is a plain food for 
an American labourer may be quite rich for an English 
labourer; while that which is plain for an Englishman 
may be rich for an Indian As regards the amount of clothing 
or house room, nothing definite can be said about anything 
or any one as a very important factor climate comes in here- 
There are still greater differences between individuals at 
different times and places. The whole subject, therefore, is 
very vague, but it is , none the less, important, and deserves a 
very careful study. 

Necessaries for existence A Necessary for existence is a phrase 
which IS very difficult to explain. What significance is to be 
given to the word existence ? A certain peison can drag on his 
existence for a number of years even though be is. dutiag all this 
period, only partly fed, partly clothed and partly housed. This 
is nothing else but passing one's days m a manner in which 
human beings, in this second quarter of the 20tb century, should 
nocbe oermittedto pass them- This is far from livmg; it is not 
even existing. It is simply dragging one's existence. If he has 
enough foodmg. clothing and house accommodation but only just 
enough, even then he should be regarded as merely passing has 
days of existence But what is enough food, enough clothing 
and enough shelter ? It will have to be admitted tha a 
greater amount of food and also a better quahty of it, is needed 
in a cold country than in a hot or warm one- That is also the case 
"Vith articles of clothing, and with house accommodation. So even 
Necessaries for existence may differ from country to country, 
though not among individuals in the same country, where climate 
is not different- In very cold climates, for example, some amount 
of liquor may be necessary for efficiency, or even a necessary for 
existence. Under such conditions it assumes more the character 
, of a medicine than that of an article of food or drink 
However, it is necessary that wc should give a different 
meaning to the phrase ‘Necessaries for existence’. It should mean 
plain but wholesome food, at least twice everyday, enough to 
satisfy a person’s craving It should also mean as much clothing 
^as is necessary not for display or distinction but only for the 
?_^putpose of covering his body for purposes of decency and for 
purpose of protection against the weather ; also a small house or 
a room, if he has no family, where he can protect himself from the 
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burning heat of the sun or from the cold winds and frost in the 
winter and from the rams m the rainy season. This should be 
our idea of a man continuing his existence. All those things, 
therefore, that are necessary to enable him to pass his life in such 
a way should be called Necessaries for existence- 


Necessaries for efficiency A much more difficult notion is 
that of necessaries for efficiency. It differs widely from place to 
place and from tune to time. Wc think it is almost impossible 
for any understanding to be arrived at, or any uniformity of ideas 
to be reached, between any two writers on this subject- Marshall 
writes that for the proper maintenance of the efficiency of a 
person who is required to do mental labour, like a doctor, a 
barrister, a professor, or a statesman, it is necessary that an 
expenditures of at least £20 per month should be incurred 
for his personal needs. Now £20 pet month comes to mean 
about Rs 270 per month We cannot say definitely about 
those doctors and statesmen whose incomes may run to four 
figures or even more, but wc can certainly speak on behalf 
of professors or teachers that for any one of them to think 
of spending Rs 270 per month upon himself alone, is absurd. 
And yet Marshall is quite serious when be writes this. 
Even making allowance for high prices in England and a 
high standard of living prevailing there, it is not possible to make 
any useful comparison between the ideas of efficiency prevailing 
m England and those in India It may. however be mentioned 
that leaving aside chose people who. not being well-to-dor cannot 
afford to spend money in such a way that their efficiency may 
increase or at least may not dimmish, there ate many cases where 
along with the capacity to spend money, there is very little sense 
of proportion or discrimination Many rich people of India who 
can afford to spend enough money over their personal health, 
spend It in such a way that theer body becomes diseased rather 
than healthy They take for example, such articles of food every 
day which they cannot very well digest They are anxious fof 
taste and flavour rather than for their nutritive properties More 
butter more ghee, more milk, more curd and more sweets are 
regarded more deserving of attention than wholesome foods like 
fruits The science 'f dietetics is the most neglected science in 
India to-day What is f ue of articles of food and clothing is 
truer of articles for general use. 


Conventional necessaries Sometimes expenditure on certain 
counts and for certain purposes becomes so necessary that it 
cannot be avoided under ordinary circumstances Necessaries, 
for efficiency maybe postponed, but Conventional necessaries i 
cannot be given up by any but the very strong willed people^ 
Those objects which ba\e begun to be regarded as necessaries 
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on account of custom have more or less a sort of semi-religious 
sanction behind them Expenditure for such purposes, however, 
is not incurred merely on the ground that they have a religious 
ora semi-religious sanction; there are numerous cases where 
money is spent because people are not strong enough to go 
against the custom prevailing m the society to which they belong. 
This cannot be said of expenses incurred in connection with 
those wants which have become necessaries only by habit- If 
the habits that are formed are beneficial the expenditure 
may be justified ; but if they are positively injurious to 
the person who indulges in them it is a misnomer to call them 
Conventional necessaries, but a mote correct name would really 
be luxuries. Conventional necessaries are only such as the 
morning paper, which may also be called a necessary for effi- 
ciency by those who are engaged m higher teaching or belong 
to the legislative or executive department of the Government 
or belong to certain liberal professions which require an up-to- 
date knowledge of current events for the successful discharge 
of their functions ; also such wants satisfaction of which is 
necessary to maintain a standard which has become more or less 
fixed with regard to a class or society or. lastly, items as light- 
ing expenses on the Dewali night, certain special articles on 
festivals and other social occasions like births, deaths, marriages 
and so on. 

Comforts and Luxuries. Comforts and luxuries are those 
wants which come up for satisfaction when necessaries are 
completely satisfied. A person wants some articles for the pur- 
pose of preserving his existence; some for making himself more 
efficient; while others for the purpose of getting enjoyment. 
A few pictures in a room, a number of chairs and tables, and 
other articles of furniture, such articles of dress which give the 
wearer some distinction from others on account of their decent 
• and smart appearance, a house which has accommodation 
enough for growing vegetables and plants, for keeping flower 
Dots, and in which it is possible to allot different rooms for 
different purposes ; these arc comforts If, however, we 
continue along this path for a long time, we will find ourselves 
in the domain of luxuries More costly clothing a very big house, 
more costly furniture, more articles of decoration, a lar^e 
number of servants, and so on, are luxuries, looked at from a 
general point of view. 

Dr. Basu’s distinction We are all the same on a very thm 
ground as yet. There should be some basis on which notions 
regarding Necessaries, Comforts and Luxuries should be formed. 
This test IS usually that of cffiacncy Dr P. Basu has devoted 
considerable attention to this part of the discussion in his book. 
Economic Principles for Indian Readers, and has given original 
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ideas regarding the distinction between necessaries* comforts 
and luxuries. According to him necessaries are those wants the 
satisfaction of which increase efficiency, and their non-satis- 
faction diminishes efficiency; comforts ate those whose satis- 
faction does not increase effiaency but whose non-satisfactioir 
diminishes it, while luxuries are those whose satisfaction does not 
increase and non-satisfaction does not diminish efficiency- 

The first test which deals with necessaries is obvious except 
in the case of conventional necessaries especially those which 
are based on custom- Theic satisfacaon does not increase effi- 
ciency, because the satisfaction of such wants has nothing to do 
with effiaency, in the ordinary sense of the term. Regarding 
comforcs it may be said that if the satisfaction of such wants 
does not increase efficiency their deprivation cannot decrease 
it, unless, as Or. Basu says, the man has become accustomed 
to them In that case, however, such wants should not be called 
comforts, but conventional necessaries. A comfort should really 
have nothing to do with efficiency. If it does, it becomes either 
a conventional necessary, based on habit, or a necessary for 
efficiency. Regarding luxuries Dr Basu says that their satisfac- 
tion does not add to the efficiency of a * man, nor does their 
deprivation reduce it- This is right, except when a luxury is 
such that indulgence in it impairs the efficiency of an individual. 
The use of wine or excessive use of tobacco, cither in betel 
or in smoking cleaily impairs efficiency. In such cases, while 
indulgence in a luxury reduces a person's efficiency, its depriva- 
tions will certainly increase it Many difficult and complicated 
questions arise at this stage There are certain people who can 
work much mote efficiently while they are smoking, but whose 
quality of wOrk suffers deterioration if they are deprived of a 
smoke In this connection it may be said that this happens 
only whan an individual very much accustomed to smoke, is 
deprived of it almost suddenly. Under such conditions he will 
certainly have a longing or a craving for it for a short period- 
He will not be in a position to work quite satisfactorily ; but if 
he once decides to give up the habit, then although for some- 
time he may not feel very happy, after some time he will not 
feel any craving for it, and at this stage his efficiency will 
certainly begin to increase 

General Remarks. Some illustrations may be of help in 
understanding the difference between Necessaries, Comforts and 
Luxuries. A motor cat is a Necessary for efficiency for a 
doctor , it is a comfort for a vakil with a good practice, but a 
Luxury for a professor living in the college compound. Here 
we have kept in view only the professional need of a person. 
Some times the purpose is not given as much importance as the 
~~ pecuniary circumstances of the person concerned- If a person 
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indulges in the satisfaction of a want which requires a large 
amount of expenditure which he is not really in a position to 
incur itis called a luxury; but if his pecuniary arcumstances 
are such that he can very well afford to spend money over it, 
it is called a comfort. If. however, his monetary circumstances 
are very affluent, then, although a very small advantage may 
accrue to him by spending a ptet^ large amount of money 
over a certain object the satisfaction of the want may be 
regarded necessary for maintaining the efficiency of that indi- 
vidual. 

The following points may also be hept under consideration 
Keeping in view the position Iwalth and fina ncial arcumstan- 
ces of an individual, it is not very difficult to determine the 
various categories under which bis wants fall 

Tlien, time also has to be kept under consideration. Atone 
time a thing may be a necessary for cffiacncy, at another it may 
be a comfort, or even a luxury A cup of tea during the 
cold season for a person coming back from hi* office, is ncccs* 
sary for efficiency ; but during the hot weather, or, even during 
the cold weather, but at a dme when there is no such apparent 
necessity for it, a cup of tea may be regarded either a comfort 
or, sometime, even a luxury.' In certain places like Bombay and 
Madras, a cup of tea is treated like a betel lo these parts of the 
country. A cup of tea is offered tP an individual who visits a 
house in the same way that a betel is offered to him in these 
parts. It is obviously regarded as a Conventional Necessary. 

Place also plays an important part in determining whether 
a want is a Necessarry, Comfort or Luxury. A certain thing 
may be a Necessarry for efficiency in a town, but a Luxury in 
a village or at certain other places Shoes slippers, or cAapvaU 
are necessaries for 'cffiacncy for most people belonging to the 
lower and upper middle classes, while they are living m a town, 
or a city and carrying on their business or services as the case 
might be. But when these people go to the banks of a river, and 
live there for a week or so, shoes are not used in the sand, 
and so they no longer remain necessaries for efficiency but 
become either conventional necessaries or even luxuries for 
certain times of the day. Those things which are necessaries 
while a man resides in a town, may not remain so when be goes 
to live in a village. The character of certain other wants is 
also determined with reference to the climate and physical 
features of a particular place. 

There is yet another point which requires some con- 
I sideration. Tbe^rst^^few uruts_ ot a commodity are -very 
inuch_wanteJ~"by every-mHividuaL Xater on, further units 
of same commodity are not so necessary, till a time comes 
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when he does not want any further units of it. This" is an 
important human tendency which we will have occasion to 
discuss m the succeeding pages ; but it may be pointed out 
here that the units of a commodity ate also very important in 
determining the nature of the want of an individual- The 
first chair for example, to a student, oi to any one who has to 
read and write, will be necessary for efficiency. The second 
may be called a comfort, the third unit will become a luxury, 
and the fourth m a single room of a hostel will become a 
positive nuisance The same is the case with every unit of 
an article to different individuals So. we conclude that before, 
deciding whether a certain want is a Necessary, Comfort 
or Luxury, attention should be given to the person, place, time, 
circumstances and unit. 



CHAPTER XXVI 

MEASUREMENT OF WANTS 

Difficulties of measurement. The study of consumption is 
to a large extent, a study of human psychology- A want is a 
subjective notion. It is internal to a man, and so cannot be 
weighed or measured. It is, therefore very difficult to compare 
one want with another, or the same want at different times, 
directly. But, unless wants begin to be measured, or compared 
and contrasted, not much progress is possible m the study of 
consumption For this reason it is necessary to measure wants 
with reference to a certain tenglble measure. That measure is 
money. The intensity of a man’s wants can be measured by the 
amount of money that he is prepared to pay for it. Here, then. 
IS a measure which 4s quite convenient. If a man pays Rs 4 
for one article, and Rs. 8 for another, it may be inferred that 
his desire for the second is twice as much as that for the first. 
It is only for this reason that he is prepared to undergo twice 
as much sacrifice to obtain the second commodity as for the 
first Money, then, serves the purpose of measuring the intensity 
of a man's desire for the satisfaction of different uants. 

It may, however, be confessed, at the outset, that although 
money is the best available measure of want, or utility of a 
thing, It IS not a peiiect measure. What a man is nrepated to 
pay for a certain commodity docs not always depend upon the 
urgency of his demand alone. It also depends upon the amount 
of money in his possession. A rich man will be prepared to 
pay more for a certain thing than a poor man. Also, it has been 
observed, that salaried people spend more freely during the 
first week of the month than during the last week With all 
that, in the absence of a better measure, money is the one that 
serves out purpose fairly well- That is why it has been 
adopted in the economic world as a measure, not only of value, 
but also of utility. 

The law of diminiihiog utility or satiable wants. This law 
is directly dcducible from the second characteristic of wants 
discussed above namely, that wants are limited m intensity 
While discussing this characteristic we explained that human 
nature was so constituted that when a particular want begins 
to be satisfied, the succeeding units of the same commodity do 
not yield the same utility as the earlier units This diminution 
in utility begins very early, "and then continues regularly, till 
a point is reached when any further increment docs not add 
any utility ; that is to say, the utility of this increment becomes 
zero This is the essence of the law of diminishing utility 
It is a very simple characteristic of human wants, but it has 
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been made unnecessarily complex by psychologists and in 
recent times by economists Hair splitting discussions are made 
regarding this simple law, and ingenuous exceptions are devised 
to prove that it is not of universal applicability. 


A utility curve gives a diagrammatic representation of 
this inner working of a man’s mind and his feelings. Units 
consumed may be measured along the horizontal line OX. while 
the amount of utility derived from successive units -niay be 
measured along the vertical line OY. In the curve given below 
the utility of the first unit consumed is AA', that of the 
second is BB', and so on till FF'- AA' is smaller than 
BB* while CC' is greater even than After CC'> other lines 
which measure utilities of succeeding increments, begin to 
decrease in length, showing that the utility of successive 
increments begins to diminish after the third unit. Up to the 
third, the utility increases, but after that it begins to diminish, 
and then goes oh diminishing. Theoretically, however, a stage 
is possible when the consumption may be carried on to such an 
extent that the addition of utility may become zero, or it may 
become even negative instead of positive. After this point, 
the law of diminishing utility, automatically changes into 
the law of increasing disutility: that is to say. the more the 
consumption is persisted in, the greater is the disutility. This 
stage is seldom reached in practice, except either under compul> 
sion, or on account of some serious mis-calculation- 



The form of the curve may not be uniform, even after 
the optimum point is reached. At a certain stage the utility 
may rise accidentally as compared to previous units on account 
of sudden change in ideas or views'or any thing but the general 
indme of the curve will always be downwards, with some 
variations here and there It can be a very useful exercise for 
those interested in such problems to draw utility curves of 
various activities of theirs. The utility curve, for example. 
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of cycle a trip may be drawn. Allowance may by made for antici- 
pated pleasure which may be shown by means of a dotted line 
in the curve. 

The law of diminishing utility as also several others 
which we have discussed before* are not purely economic 
laws The present'law is a law based on Jiuman_Psycbology 
and human nature - To that extent it is uniform in different 
parts of tEi world. It is also of very wide application. 
It IS no doubt true that different men behave in different 
ways under various st imu li but these differences in beha- 
viour are only in matters of unimportant details The general 
trend is always in the same direction. Let us examine a few 
illustrations for clearing any obscure points A common 
illustration is that of water Soroetimes* when our desire 
for water is very intgpse. as during the summer, utility is very 
high in the beginning But when we begin to drink and our 
desire begins to be satisSed. the utility of successive quantities 
definitely begins to grow less and less, till a time comes when 
we put off the tumbler. This means that we no longer feel any 
desire for a further amount of water, which, at this stage has 
therefore no utility for us If, however, some body compels us 
to drink more water, as was sometimes done in ancient times 
when torturing was very common, thfe^uulity--of-th)s-Bdditional. 
watet-wi U jiQt-he-cin sitive-butJiegative. This means that instead 
“of deriving any pleasure out of the additional quantity of water, 
we suffer pain A man suffers death from drowning on account 
of the excess of water, the same water which is so essential for 
the preservation of life f 

Food and water satisfy, what we call physiological necessities. 
For this reason such wants are satisfied at a very early stage- But 
not all wants are of this nature- Wants of a social character have 
got a greater range than physiological wants. The want for cloth- 
ing has a much greater range than the want for fooding or water- 
If a person has got a large number of clothes, an addition to this 
stock may not give him as much utiUty as did the first few addi- 
tions, but the utility does not diminish very quickly, and it is 
aluat'A kiett/urta i.vcyrii -pirn tA Vntjes 

certainly does not give even one third as much utility as the first 
pair, a third not even one tenth of what the first or the second 
gave; but still a fourth or a fifth or a sixth will not begin to yield 
negative utility. As regards house accommodation, if a man can 
afford a big house there IS a very wide range for the satisfaction 
of this want. A house containing eight or ten rooms is quite a 
big one. and can satisfy the requirements of a well-to-do man, 
but if the number of rooms becomes 12 or 14 or 20, the.utiUty of 
the additional ^ooms will not diminish very rapidly. So. although, 
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Utilities of additional increments of articles diminish unfailingly 
after a certain stage is reached* the rate of diminution is different 
in different cases 

Universal character of the Uw. We can. therefore, safely 
conclude that the law of diminishing utility applies to all indivi- 
duals in all cases and at all times. It is not. as a matter of fact, 
an economic law. but one based on psychology and physiology. 
As such It cannot have exceptions as long as the psychological 
and physiological characteristics of human beings remain as they 
are- If properly understood and properly guahfied, the law can- 
not have any exceptions. Let us however discuss a few which 
are more apparent than real, but which are. none the less, men- 
tioned and discussed in books on Economics* 

Apparent exceptions. The first is that it is not at once that 
utility of successive increments begins to diminish Sometimes the 
first few increments of an article yield not diminishing but 
increasing utility; later units yield constant utility. Only after 
some tune do futtbec units begin to yield duniwshiog utility. 
This stage continues for a long time It is said, for example, that 
when a man is hungry and he takes the first poon, he derives 
some utility out of it The utility of the second poori is not 
necessarily less than that of the first It takes sometime for a 
man to reach the optimum pome of satisfaction as regards every 
want of his The anticipated pleasure begins even before the 
actual consumption begins When the optimum p oint is 
reached and consumption is still continued, tfie’ btility’o'f fu^er 
increments no doubt begins to diroimsb No hair splitting 
discussion is necessary on this point, nor is it necessary to 
disprove the observations m order to prove the truth of the 
law of ditninisbing utility Suffice it to say that if such changes 
are produced in the mind of the consumer they only add to our 
knowledge of the exact working of the law After some time, at 
least, utility of successive increments does begin to diminish. \ 

It is sometimes said that the utility of the second shoe, in a 
pair of shoes, is much gtcater than that of the first ; or that the 
utility of the second piece of coal is greater than that of the first, 
nmt f-hiisz ni. rJin. thjrA ijl syjvifjtK. than. th a. vijyin/L, and. Vi.'uj , , 

till the quantity of coal becomes enough to be utilised by a certain 
individual. Such illustrations really miss«the point, and they are 
not very helpful to those' who give them. There should be a 
certain fixed unit of a commodity, to start with A pair of 
•shoes is one unit ; so it is wrong to start with one shoe- In 
the same way there should be a definite unit of every thing In 
the case of coal it should not be less than a seer. In the case of 
wood fu2l It should not be less than, say, 20 seers or one maund- 
There is no advantage in beginning with a single* grain of wheat 
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and then try to prove that the utilities of the succeeding grains are 
not lower but constant or increasing. 

Regarding articles of food or drink it may be conceded that 
utilities should begin to be measured or taken into consideration 
after that point where according to Patten, pain economy ends 
and pleasure economy begins. That stage during which the con- 
sumption of an article only removes pain, is called pain economy 
by Patten; while that from where pleasure actually begins, is 
called pleasure economy. When a man is very hungry and begins 
to take food, the first two or three loaves of bread only contri- 
bute towards the removal of pain due to sharpness of appetite. 
After taking the first two or three loaves of bread, when the 
burning sensation in his stomach disappears, he finds himself at 
leisure to take stock of the situation and taste other things placed 
in the big dish before him. From that time onwards he begins to 
take actual pleasure which begins to diminish now with continued 
consumption. If this distinction between pain and pleasure 
economy is accepted, then utility does not increase with succeed- 
ing loaves of bread because tdl the stage of pain economy 
passes we do not take into consideration the utility 
derived, because no positive addition begms till the end of this 
stage What takes place xs a reduction of pain which means a 
reduction of negative quantity The positive addition begins 
-only with the beginning of the stage of pleasure economy- 

Sometimes it is said that the utility of telephone connections 
increases . with the increase in the number of connections in a 
particular town When there are only eight or ten connections 
the utility of each is very small but when the number in the city 
increases to say 500 or a 1000 or a larger number, the utility goes 
on increasing This is however entirely misinterpreting the law 
of diminishing utility. Not all these telephonic connections are 
secured by one single individual If it were so the law of diminish- 
ing utility would certainly hold good in this case as in other cases. 
If more than one connection is taken in the samehouse, the utility 
of the second connection must diminish difinitely as compared to 
the first, and that of the third will likewise dimmish as compared 
to the second. 

It is also said that the more wine a person drinks, the 
greater is his desire to have more of it ; its utility, therefore, 
does not diminish with an increase in his consumption of it. 
As a matter of fact, the behaviour of those who are accustomed 
to drinking should never be taken seriously, especially at a 
time when they are under the influence of drink. They are 
not in their senses, whatever they do under the influence of 
wine should not be taken seriously by people of sane minds. 
Whether the additional- units give them more vtdity or legs, 
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becomes evident from the fact that soon after they lose their 
consciousness entirely- 

It IS no doubt right that the virtue of cleanliness and the 
vice of drunkenness always grow upon what they feed ; but we 
have to remember, all the while, that the man does not remain 
the same as he was in the beginning His tastes, and ideas go 
on changing with the change of time. This important aspect 
has also to be kept under consideration. 

So the law, as explained above, is of universal application, 
not only from the point of view of individuals, time 
and place in economic spheres, but also ns regards - non- 
economic spheres. When a man has no child, his desire for 
one IS intense When he begins to have them his desire 
for more begins to diminish- If a person has seven sons, 
although he will be loving all of them equally well, yet he 
will not be particularly anxious to have an eighth son. But 
if he has not a single daughter, his desire for one will be 
greater, perhaps, than that for an eighth son So it is not only 
in economic spheres that the law applies, but it pertains to the 
general mentality of human beings- 

The Case of money. Applying the law to the case of money 
we find that it operates with actual force here also It is said 
that the desire for money is never satisfied It is right as far 
- it goes, but there is another aspect of this point, namely 
’ a poor person has a very great desire and utility for money 
than a rich man. If a pice is lost by a poor man he will search 
for it for hours together ; but if a nch man loses a rupee, he 
will simply look once or twice this way or that way. If he 
happens to locate it. he will take it up, but he will not con- 
descend to come down from his carriage and search for a rupee 
on the road, not only because of the loss of prestige that may 
be involved on account of this course of action, but also because 
the number of rupees m his possession is so large that he does 
not mind losing one out of them. 

And yet there are some cases where it is difficult to say 
that the law applies with equal force, as it does with reference 
to others A miser, who does not make any use of his money, ^ 
but simply goes on hoarding piles after piles m a dark room, 
or underneath the ground, takes increasing delight in the 
continuous growth of bis a ccumulation He takes out his money 
only once a year on the jjiwafi day. and casting a glance 
over it is highly pleased at the increasing amount of money ' 
in his possession. Even though this amount may continue to 
nercase every year, yet his desire to possess or earn mote, will 
-lOt diminish but wiU go gn increasing. This is why it is saiq 
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that the greed of a greedy person can never be satisfied. He 
wants money not for the sake of commodities which can be got 
in return for it. If it were so, he would not desire more money 
because what it would get in exchange might be plentiful in 
possession of the person He simply gloats over the appearance 
of money and in this way satisfies his inner craving for gold and 
silver coins or bullion. 

As mentioned in another connection, we. in Economics, are 
not concerned with persons like Robinson Crusoe, Sadhus and 
saints, those who live in lunatic asylums, those who are children 
or do not possess sufficient common sense. A greedy miser 
who simply gloats over his treasure and does not make or like 
to make any use of it, is certainly not a man with ordinary 
common sense. There are very few people of this nature in 
advanced economic communmes of modern times. It may be 
admitted, however, that in India even to day the number of 
such greedy misers is not quite insignificant. In every village 
or town, some shopkeepers or moneylenders can be seen, who earn 
much but spend very little and their pleasure consists only m 
knowing that the amount of money m their possession is 
constantly increasing. What gives them pleasure is not the 
tnjoyment of their wealth as its j>o$ussion. Consequently, the 
larger the amount of money or wealth in then possession the 
greater is their satisfaction If we take Rs 1,000 as a unit, the 
amount of satisfaction that such people derive from the successive 
units of their accumulation does not really diminish very soon 
or perhaps at any time. The utility of successive Rs 1 000 
to a miser goes on increasing After 99 such units the utility of 
the 100th unit, perhaps will be very large as this completes. 
Rs 1.00,000 in his possession which make him a Lakhpati, 
and then the cycle begins again. Leaving such cases aside we can 
say that the law of diminishing utility is one which is operative 
every where in human life, economic or otherwise. 


Marginal Utility and Total Utility. Marginal utility means 
the satisfaction that a person derives from his consumption of 
that unit oi the commodity alter which he discontinues his 
consumption, and about which he was in considerable doubt 
whether it would be worth his while to continue up to that point. 
For example, a certain person at a particular time decides to 
purchase 8 mangoes for himself, or for his family. While pur- 
chasing mangoes he has in mind, on the one hand, the number 
of people in his family, and their tastes and inclinations for the 

fruit; and on the other the amount of money available for this 

purpose Suppose he ultimately decides to purchas'e 8 
mangoes. The eighth mango, in this case, constitutes his 
marginal purchase, and its utility to him 15 the marginal utility 
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Obviously, our purchaser of mangoes would certainly have 
purchased at least 2 mangoes even if the price were quite 
high: 4 if It were a little less; six if it were still less; but 8 at 
current price. Suppose the current pnce is one anna per mango. 
At this price he purchases 8 mangoes. If the price were 5 pice 
per mango, he would not have purchased more than 6; if 6 pice per 
mango, not more than 4 ; and if 2 annas per mango, he would 
not have purchased, perhaps, more than 2 mangoes. Now, in 
his estimation, the first 2 mangoes were worth at least 2 annas 
each, the nest two If annas each, the third two If annas each 
while the last two not more than an anna each. If we were to 
add up all the utilities that he derived from his consumption of 
mangoes at this particular time the aggregate would be called 
total utility that he derived from his consumption of all the 8 
mangoes. If we were to represent this utility in terms of 
money we might say that the first 2 mangoes yielded utility equal 
to 4 annas, the second two equal to 3 annas ; the third two equal 
to 2 annas 6 pies, while the fourth two equal to 2 annas. The 
total utility as a matter of fact would go on increasing with an 
increase m purchases of a particular article as long as the 
matginal utility did not become xcro When it becomes a 
negative quantity total utility begins to grow less with further 
purchases. 

_ The diagcammatic representation of total and marginal 
utility may again be given here. In the following diagram the 
total utility of the 8 mangoes is represented by the area 
OM'^MY while the marginal utility is represented by the Une 
MM'. 
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Law of Equi-Marginal Uliltly. Thw law is not difficult but 
It requires a close attention to understand it properly. It says 
that a person can derive the largest total benefit from his 
purchases of a number of articles, when the marginal utility 
of each article to him becomes equal- On account of the 
practical importance of this law we would like to explain it in 
fuller details. 

We now know that the more of any commodity a person 
consumes, the smaller becomes die utility that be derives 
from the successive units of that commodity. We also under- 
stand from the explanation of total and marginal utility, that the . 
total u'ility of a thing increases only up to the point of marginal 
utility. Before and after this point, the total utility is less. 
From this point of view it may be called the optimum point of 
urility. An illustration will make this point clear:' Ifeverting 
to our previous illustration and diagram we find that the tptal 
utility to the person from his purchase of 8 mangoes is 
represented by 11 As. 6 Ps- when the marginal utility is 1 
Anna. If he had stopped hb purchases when the price was one 
anna and 3 pies per mango the total utility would have been 
represented by 9 As. 6 Ps which is less than 11 As. 6 Ps. If, 
however, he had persisted in his purchases even after the 
number had reached 8; and if be bad purchased another 2 mangoes 
at 9 pies each the additional utility derived would tiot have been 
equal to 1 Anna' 6 pies, the cost of the two mangoes. This 
would have meant that on account of this purchase, the 
purchaser would not have added any utility but would have lost 
some part of it If the cost or d'sudlity is measured by 18 pies, 
the utility would be measured by say. only 12 pies That was 
why he dbcontinued his purchases after he had purchased 8 
mangoes, the last two at one anna each. So we find that the 
total utility goes on increasing till the point of marginal utility is 
reached, but after that it begins to decline. Therefore, if any 
body wants to derive maximum amount of utility from his various 
'purchases be should obviously continue his purchases up to 
the margin in each case, so that the marginal utility to him of 
bis last purchase of different articles may be equal. 

If a man has, say, Rs- 400 at his disposal every month, he 
should distribute them over his various requirements in such a 
way that the utility of the last rupee spent over one requirements 
may be equal to that spent over another Suppose he spends 
Rs. 45 over Ghee, Rs. 30 over wheat and Rs 24 over milk. 
If he is a careful house holder, it would really mean that not a 
single rupee mote or less can be spent on any of the three 
'r®di^u:ements mentioned above Just as in the case of production' 
4 the organiser distributes his resources over different factors 
and sub-factors of production in such a way that th^ 
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marginal productivity of every factor or sub-factor becomes 
the same, thus making that combination ideal; in the 
same V7ay a house holder is expected to distribute his 
resources in the form of income, over different requirements 
of his in such a way that the marginal utility to him 
from the different items of expenditure may be exactly the 
same If he succeeds in achieving this it means_ that like 
the organiser he has brought about an ideal proportion among 
the various articles of consumption which he needed daring a 
particular month This is the law of cqui-marginal utility- 
It corresponds to the law of substitution. If we substitute the 
house holder for the organiser, and the various items of expendi- 
ture for different factors of production, we will find that 
there is no difference between this law of equi-marginal utility 
and the law of substitution One operates in production the 
other in consumption. The graphical representation of the law of 
equi-marginal utility will perhaps elucidate the point fmther 
In the following curve 3 utility curves, of ghee, wheat and milk 
are given. 

If OA' amount is spent over 
Ghee the marginal utility is A A'; 
if O B' amount is spent over wheat 
the marginal utility is B B'; if O C' 
amount is spent over milk the 
marginal utility is C C We find 
that A A.' B B,' C C' arc equal to 
one another So it means that m 
order to make the proportion of 
money spent over these three 
Items, namely ghee, wheat and 
milk ideal, the house holder should 
spend 0 A' amount of money over 
Ghee, O B' over wheat ond O C' over milk. The marginal , 
utility of A'th amount of money spent over Ghee is equal to th?*^ 
marginal utility of B th amount of money spent over wheat which 
IS also equal to C'th amount of money spent over milk. If we 
put numerical values we may divide the line O X into equal 
parts and then find out the value of O A', O B' and OC'. 

The Law of Demand This law is also based on psychology. 
It is a statement based upon observation of a very simple nature. 
People like to have more of a commodity when the sacrifice that 
^cy have to make in order to secure it is small- If the sacrifice 
is' great, they will not, ordinarily, like to have the same amount 
of the cotnmodity as in the previous case. As money is on the\ 
one hand a measure of utihty and on the other a measure ofk 
^sacrifice, the law of demand can be stated thus 
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“The amount of commodity demoded increases with a fall 
in price and de'creases with a rise m price.” The law of demand 
is really a corollary of the law of diminishing utility When utility 
diminishes, th^ price tl^at_a_person is willing to pay for still more 
of thVsVme commodity becomenes? This tendency of human 
nature is kept in mind by business men, monopolists, and those 
administiators of a country who have to deal with problems of 
taxation. If it is intended to sell a larger amount of a commodity 
the best way to do it is to lower its price The monopolist also 
keens in view this tendency of human mind while fixing the 
price of the monopolised commodity The administrator while 
imposing a tax, keeps in mind the probable effect of the conse* 
quent rise in price upon the demand of people for this commodity. 
If It IS intended to discourage the consumption of an article, the 
best way is to impose a tax upon it, and thus raise its price. If. 
however, the aim is to encourage its production, a bounty is 
given so that it may become possible for manufacturers to lower 
Its price for consumers So, the simple law of demand, which, 
4n other wordsi is a simple tendency of human mind, is of great 
practical importance. 

Elasticity of Demand. Although it is obvious that the amount 
demanded increases with a fall m price and diminishes with a 
a rise in pEice> it is also a fact that the reaction of a rise or fall 
in price on demand is not uniform In some cases a slight rise 
in price considerably affects the demand of people for a commo- 
dity But sometimes even a considerable rise in price does not 
very much affect the demand for a thing. Th e dem and. which 
increases much with a fall in price and diminishes . much with a 
rise in price is called elastic demaqd ; *^while that which neither 
nses much with a fall, nor falls much with a rise in price is 
called inelastic or more correctly non*elastic demand. 

Some of our wants are urgent, while others are less urgent 
.Those that are urgent haie to be satisfied, even though the price 
demanded under certain circumstances may be a little high 
There are other wants which are not so urgent in their nature. 
If there is a rise in price as regards any of them, there is no 
reason why a person should continue his demand for it It can 
be postponed for a future date. 

Demand for Necessaries, Comforts and Luxuries People's 
demand for necessaries is less elastic than that for comforts 
and luxuries Necessaries for existence cannot be avoided under 
any circumstances During days of famines, or of any terrible 
happening, some of these wants even may not be satisfied 
, for long intervals ; but such coditions and states of existence are 
i' gradually becoming rare. Rather than go without the satisfac- 
tion of a necessary want, one would be prepared to spend as 
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much as he can afford at the time- The demand for necessaries 
is, therefore, very inelastic The demand for conventional 
necessaries is also not easy to be postponed or avoided under 
certain circumstances. High pnees arc paid for the satislaction of 
such wants, because there IS very little option left to individuals 
The demand for necessaries for cflSciency is not so inelastic as that 
for necessaries for existence and conventions! necessaries, and is 
also not inelastic in those countries where standard of living is not 
high, and where people aie not very well up When people 
become so far accustomed to a certain standard of living that 
they are not prepared to give up their consumption of those 
things which they ordinarily consume, necessaries for efBciency 
also assume the character of conventional necessaries But where 
standard of living is not a vital force, the demand for necessaries 
of efficiency is more or leas clastic In India, for example, the 
demand for necessaries of efficiency is elastic, except among 
members of higher and richer classes. Even in such classes it is 
not so because they realise the importance of efficiency, but only 
because the means at their disposal are very great and they d^ 
not mmd spending tnoney over certain things to which they 
have become accustomed, and which do not demand any 
appreciable amount of money. 

The demand for certain luxuties of the rich is also inelastic 
Diamonds, for example, are demanded not because of any bene- 
fit they confer but only because their possession confers a sort of 
distinction upon their owners. This distinction becomes all the 
more when the price of diamonds rises For this reason the 
demand for them does not fall with a rise in their price but 
temains almost constant and sometimes even rises with a rise in 
the price. But the demand for diamonds of those classes which 
are just below the upper dasses, and which could not afford to 
purchase them when the price was very high, increases when 
their price comes within their reach, and so for them it is elastic. 

In general, therefore, the demand for commodities is inelasti^ 
for very high and very low prices, but it is elastic for medium 
prices It should be remembered in this connection that articles 
which have very high prices are not purchased by the poorer or by 
the middre class people, 6ut only by those whose means are very 
great, and who ate very rich When that is the case, high prices 
cannot have a very great effect upon very rich classes. Again, 
articles which have very low prices have also inelastic demand, 
because their prices are so low that a difference in them does 
not affect even those who are very poor, much less those who 
belong to the middle or upper classes* So only the demand for 
comcnodities of medium prices is generally elastic 

Other cases examined- The demand for commodities which 
ate used for more than one use, is also elastic. If the price of^ 
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•such a commodity rises, certain less necessary uses of it are given 
up On the other hand, if its price falls, it beginstobe used 
again for these purposes* Water, for example, can be used for a 
large variety of uses and so its demand is very elastic. 


The demand for such articles which have substitutes is also 
elastic, because if their prices reach the level of the prices of 
those articles which can be used as substitutes for them, no one 
•would like to pay higher prices but would begin to use the subs- 
titutes. However, if no substitutes are present, people will have 
to pay higher prices for the same- 


As a general rule it may also be menrioned that the -demand 
foi commodities is more or less elastic in a country where there 
is not much difference in the incomes of individuals comprising 
that community ; that is to say, if there is not very great inequa- 
_lity of incomes between different classes- Consequently, where 
‘middle classes predominate demand for commodiiies m general is 
usually more or less elastic But in a community censuring of 
people with great diversity in incomes the demand is more or 
less inelastic- In such a community there are people who are 
either very rich or very poor Those who are rich, have gene- 
rally inelastic demand for many of the commodities. There are 
very few commodities whose prices are so high in the estimation 
of such people that a rue or fall in them may affect their pur- 
chases. So their demand is usually inelastic. On the other 
hand, on account of the presence in the community of very poor 
classes it is clear that a large number of articles would be beyond 
their power to purchase- Consequently any fall in their prices 
would not increase much their demand for them- 


A diagrammatic representation of an elastic and inelastic 
demand may be given below ; — 


Tnehiagiam A lepiesents elastic hemanh. It shows •that 
with a slight fall in the price of this commodity the amount 
demanded increases considerably ; also with a slight rise in its 
price the demand falls considerably. In diagram B we find that 
even though the fall in price is considerable yet the amount 
demanded does not increase very appreciably It maybe pointed 
out as a general principle that if the curve is almost parallel to 
the axis of OX as in diagram A it should be regarded as the curve 
; of a commodity with elastic demand. On the other hand, if the 
4 curve is more parallel to the vertical line as in diagram B it 
should be regarded as the curve representing inelastic demand. 
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Sometimes another distinction is made on a different basis 
The elasticity of demand istaken to be equal to unityi greater 
than unity and smaller than unity If with a nee or fall xn the 
price of a commodity, the quantity demanded falls or rises in 
such a way that the amount spent over its purchase remains 
exactly the same, the elasticity of the thing is said to be unity- 
Foe example, if 500 articles ate purchased when the price is Re I, 
per article , but when the price becomes Rs 2 each, than 25(> 
articles are purchased. In both cases the total amount spent 
upon the articles remains the same, namely, Rs, 500. Such cases 
are very rare There are very few articles of daily use. perhaps 
none, w’hich react so exactly to a rise in prices. The elasticity of 
money alone is said to be unity. 


If the amount of money spent over a commodity becomes 
greater with a fall in its price but smaller with a rise in price, 
then the elasticity is said to be greater than unity. ^ For example, 
reverting to our previous illustration, it’ with the talTin price ot’ 
the article mentioned above from tvnc rupee to 12 annas, 800 
articles begin to be demanded, it would mean that the total 
amount spent over the commoOily becomes Rs. 600. But if the 
price becomes Rs 1 4as per article then only 380 articles are 
purchased, with the result that the total amount spent over the 
article becomes Rs 475, which is less than the original amount. 
Such a commodity is said to have an elastic demand. But if 
with a rise m the price of the commodity the total amount spent 
on it increases, while with a fall in its price it decreases the 
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elasticity is said to ba less ’ than unitv. For example, if with a 

rise in the price of the commodity to Re 1 4as , as in our illustra- 
tion. the amount demanded is 450, so that the total amount spent 
is Rs 562. 8as But if the pnce falls to 12as. the demand is 
increased only by a slight extent, say to 600, and so the total 
amount spent is Rs 450- Such an elasticity of demand is said 
to be less than unity. It represents what is called in ordinary 
language an inelastic demand 

Importance of the notion of elasticity. The problem of 
elasticity and inelasticity of demand for different articles is of 
very great practical importance in Economics A monopolist, 
while fixing the price of his commodity, has to keep in mind the 
fact whether the demand for the thing monopolised is elastic or 
inelastic, and to what extent it would react to a slight rise or fall 
in the price A financial administrator while imposing^ tax 
upon certain commodities, which ultimately results m the rise of 
pnce of such commodities, will carefully examine in the very 
beginning the nature of the demands of people for different com- 
modities with a view to finding out to what extent they are 
elastic ot inelastic. If the latter, he finds himself justified on 
financial grounds to impose a tax; if, however the demand is 
sharply elastic he will think twice before imposing a duty upon 
such goods. 

Consumers’ surplus Consumers’ surplus is an abbreviated 
phrase for consumers' surplus of satisfaction It means the satis- 
faction whiLh a consumer derives from his purchase over and 
above chaf measured by its price. An illustrction will make the 
point clear We used to pay before the present war one anna 
for the daily paper, but most of us were prepared to pay some* 
thing mote than one anna rather than go without the paper. We 
have now to pay two annas for a paper of greatly reduced sire. 
It can be said, therefore, that before the war we used to enjoy 
every day a consumer’s surplus which if represented in tetrEs"of 
money was equal to one anna every day, 

Instances can be multiplied We have seldom to pay that 
price for a commodity which we are actually prepared to pay for 
It, rather thin go without it The present times that we ate 
passing through, the days of serious inflation and so very high 
prices, are leally abnormal; we get hardly any Consumers’ surplus 
these days m our purchase. There is no question of a surplus of 
satisfaction, we get very litde normal satisfaction even <1 In 
normal times however wc get commodities for much less than 
whnt we would be prepared to pay for them Take the case of salt, 
iron, food stuffs, postage stamps, fuel, coal or newspapers, and so 
on In all these cases we find that there is really a great amount 
of surplus of satisfaction that we derive from out purchases of 
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these things. We would be prepared to pay much higher prices 
for most of the articles mentioned above, rather than go without 
them This excess in each case would measure our consumers 
surplus of satisfaction. 

The notion of consumers* surplus is a real one, and it is not 
quite unsubstantial as has been supposed by some. There are, 
however, certain litnitations and ai£culcies in measuring the 
amount of consumers’ surplus, either of an individual or of a 
community Why it is possible for us to derive consumers' 
surplus. IS because of the environment in which we live .Every 
environment has got certain advantages of its own; but in some, 
advantages or conveniences far outweigh the disadvantages or 
inconveniences, especially to certain people of a particular bent 
of mind. When a man lives m a city, he can get many things 
much cheaper there, than if he were living in a small town or a 
village For example, he can get electricity at a cheap rate which 
It 13 impossible for him to get in a small town, where there is no 
electric installation; he can enjoy radio in a big city; he can get 
daily paper eacly m the motning at quite a cheap rate; he can get 
ice during the summer and can have the advantages of a school 
or college education for his brothers or sons, which he cannot 
have m a small town. There ate numerous other advantages 
which are available in a big city, but which axe either not possible 
at all in a small town or are available only at a prohibitive cost. 
In this way he enjoys a very great amount of consumers' surplus 
while living in a city. If he were compelled to go and reside in a 
village, he would be deprived of a large amount of this surplus 
satisfaction Even if he were prepared to spend a much larger 
amount of money than what he spent in the big city, he would 
not be able to enjoy nearly as many advantages as he did m the 
former place It would not be wrong therefore, if it were said 
that by compelling this person to reside in a village, he has been 
deprived so to say of a large part of his income Another way of 
expressing the same thing is by saying that an income of Rs. 400 
pec month, would give as much satisfaction to a certain individual 
residing in a big city as an income of Rs- 500 would give to a 
person residing in a village Because while m the city there are 

and so to continue his enjoyment in the old way the man will 
have to spend a larger amount of money m a village, and even 
then it may not be possible for him to enjoy all those amenities 
which he enjoyed in a city life There may be more money at 
his disposal in a village, but there would not be the objects upon 
whom to spend the money. What could Robinson Crusoe do 
for example, with any amount of money at his disposal? 

Nicholson criticising this aspect of consumers’ surplus says, of 
what avail is it to say that £1,000 in England are equal to say 
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£10,000 in Africa ? The answer that Marshall gives to this 
criticism is that it would certainly be of no avail if the statement 
were made in such an unqualihed manner; but it would certainly 
be quite intelligible to say that £1,CC0 in England, together with 
the amenities of life that London presents might be equal to 
£10,000 in Africa without those amenities. There is then a great 
sense in saying that on account of the progress of society and due 
to the development of one’s environments even the comparatively 
poor people can enjoy those amenities which are not possible for 
comparatively richer people who live in less favourable enviton- 
ments. A man with some education but very little means can 
daily read several papers and journals in a city public library. 
But in a village even a rich man cannot usually afford to purchase 
at his own expense such a large number of daily papers and 
periodicals. 

Measurement of consumers’ surplus. Although the notion of 
consumers’ surplus is substantial, and not only of great theoreti- 
cal importance but also of very great practical utilityp it cannot 
be denied that it is not easy to measure it Consumers* surplus 
js total utility minus total exchange value ; that is to say the 
total utility that a person derives out of a certain thing minus 
the price that he pays for it Representing the notion diagra- 
matically it may be expressed thus. 



The total utility in the above diagram is measured by 
OM’MU while the total exchange value or price is measured by 
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the rectangle OM’MIC, So. after deducting the total exchange 
value from the total utility, the triangular area represented by 
KMU IS left behind. This area represents consumers’ surplus. 

Criticism of the nolIoD Several questions arise at this stage. 
In the first place, it is said that consumers' surplus is as difficult 
to be measured as total utility* The total utility of a thing is, 
more or lessi an uncertain quantity, because it is very difficult to 
determine the initial utility of many things To find out how 
much we would be prepared to pay fot a certain commodity, 
lathet than go without it, is not an easy task The initial utility 
of such things, as articles of diet, or drink, or. m short, necessaries 
for existence, is almost impossible to determine No one can say 
with definiteness how much he would be prepared to pay for the 
first loaf of bread, or the first cup of water, or the first room in a 
house, or the first piece ot cloth for covering his body, rather 
than go without any of these. If it is said that a man would be 
-willing to pay Rs. 100 for the first loaf of bread rather than go 
without it and lose his life, but he actually gets it for say. 6 pies, 
so he gets a consumer's surplus measured by Ks 99 As. 15 Ps- 6 
only, the statement may be theortically correct; but from a 
practical point of view it would not be very helpful In this way 
even an ordinary labourer, earning Rs 10 per month may be said 
to enjoy consumers' surplus equal in value to, say, Rs 1,000 per 
month'! It is against such idle calculations that Nicholson raised 
objections, mentioned above So we should not take into consi- 
deration such commodities whose prices, m the initial stages, 
cannot be definitely determined We should, therefore, not 
include necessaries for existence when we want to form an idea 
o'! consumers' surplus enjoyed by an individual ot a community. 

The second point is that in the case of luxuries also consumers* 
surplus IS unsubstantial As a matter of fact, articles like dia- 
monds are purchased only because they confer a sort of distinc- 
tion upon the po'isessors thereof. The more costly they are the^ 
greater this distinction More-over, there are certain articles of 
this description, whose presence is not enjoyed so much as their 
absence is felt. A dining suit, for example, especially during the 
summer, is not enjoyed, but its absence on any occasion might be 
ieJr by ,a rertaio herswse cd Jws xostvxog .w .b.’jgb s£<a3ty. 

In all such cases, consumers’ surplus should not be taken into 
consideration- 

There IS yet another point- There is a stage m the satisfac- 
tion of some of our wants when the presence of an article or 
Its consumption does not tcaUy add to one’s pleasure or satis- 
faction, but only removes dissatisfaction or pain After a certain 
time, however, this stage is passed, and further use or consump- 
tion of the thing begins to give satisfaction and pleasure. The 
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first stage is referred to by some economists as ‘pain economy’, 
1 he second stage is called by them ‘pleasure economy’. They 
maintain that as long as the stage of^pain economy’ lasts, it is 
not proper to take into consideration consumers’ surplus ; be- 
cause. when there is no sat\*jaziion even, but only a gradual 
removal of dissatisfaction, there cannot be a surplus of saltsfaciton. 
So according to them consumers’ surplus should begin to be 
measured only when the stage of ‘pleasure economy’ is reached. 
The argument, though queer is not entirely without a point 

In order to measure consumers’ surplus, therefore, we should 
not take into consideration nccessanes for existence and costly 
luxuries of the rich. We should also keep in view the point of 
‘pain economy’ and 'pleasure economy’ as discussed above In 
short we should measure consumers’ surplus only for those com- 
modities which are of the nature of comforts, and whose initial 
price can be easily determined or assumed. We should also not 
forget that the effect of many of the benevolent activities of the 
state is to increase the share of the general public in the amenities 
of life, thus increasing their consumers’ surplus. Public radios, 
public packs public museums, and zoos, public libraries, 
free dispensaries, education facilities, and so on, all go to increase 
consumers’ surplus of every one residing in such a country. 
Needless to say, the poor are much more benefitted by such 
activities of the state than the rich, because the latter possess 
independent means to enjoy any or aU of these amenities even at 
their own expense. Lasdy. it should not be forgotten that with 
money as a measure of utihty or satisfaction, imperfect as it is, 
one cannot measure consumers’ surplus with any amount of 
definiteness Consumers* surplus in this respect is as unsubs- 
tantial as total utility. 

Rise in price and consumers’ surplus. When the price of an 
article rises in A alue tor any reason whatsoever, the amount of 
consumers’ surplus derived by people is reduced, and this creates 
an adverse effect UDon their general welfare On the other hand, 
when the price of an article of general consumption falls, the 
amount of consumers’ surplus enjoyed by people increases, pro- 
ducing a favourable effect upon their general welfare Accord- 
ingly, a'fl those measures which are c^culated to bring down the 
prices of articles of general consumption, are measures in the right 
direction. While granting a bounty on certain articles manu- 
factured in a country, or impcsmg a tax upon certain articles 
imported into it. the effect that is likely to bs produced on 
consumers’ surplus should not be overlooked 63- manipulating 
import duties and bounties carefully, it is possible to minimise 
the loss of consumers’ surplus to the people Also it is possible 
to so arrange things that articles that are usually consumed by 
the poor may become cheap, even though the puces of articles 
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consumed by the comparatively rich people may rise to some 
extent* Such measures became necessary to be adopted if the 
principle of the greatest good of the greatest number is constantly 
kept before one’s view* 

We read under monopolies that a monopolist in order to raise 
the maximum revenue from his monopoly tries to so adjust the 
price that the largest amount is sold at the highest price Some- 
times he reduces tfae output and so raises the price ; at other 
times he increases the output and lowers the price. In each 
case his motive IS to get for himself the largest income from his 
monopoly. But the monopolist is not absolutely free from certain 
restraints. There is public on the one hand, and the state on the 
other. The monopolwt. therefore, cannot do everything according 
to his own sweet will The state, especially, has an important duty 
to perform in this connection It must form on the one hand, an 
idea of the amount of monopoly gain to the monopolists, and on 
the other, an idea of the loss of consumers' surplus to the 
consumers If the gam to the monopolist is greatei than the loss 
to the consumers the state may not rnterfete If the gain to the 
monopolist is about equal to the loss to the consumers, the state 
should step in to pcotect the interest of tbe many as against only 
one ot 3 very few. But if the gain to the monopolist is less than tbe 
loss to the consumers, the Government must take action at once 
and cither deprive the monopolist of his monopolies or compel 
him to reduce the price to such an extent that tbe great discre* 
pancy between bis profits and the consumers’ loss of consumers’ 
surplus may disappear 

It is, no doubt vety difficult under such circumstances to 
measure the two quantities accurately, and after comparing the 
two, arrive at an exact conclusion immediately. But even if exact 
measurements ate not possible* shrewd and careful guesses by 
those who have been in such spheres for long, may fulfil the 
requirements of the situation 

> Consumers surplus how affected by a tax or bounty. A 
more important point of the like nature comes up before the 
taxing authority in a country when a tax is going to be imposed 
upon a coromotiity, ot a bounty is meant to be granted As men- 
tioned before, a great amount of good can be done by care^l 
Government Officials in-charge of recommending taxes and boun- 
ties, if the loss or gain of consumers* surplus after the imposition 
of a tax or a bounty is also kept in view. 

Two general principles may be laid down One is that a tax 
upon a commodity which is being produced under increasing 
returns or diminishing costs, generafiy results zn a greater loss to 
tha^consumeis of their surplus than in a gam to the state in the 
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form of the tax proceeds. The demand for such commodities is 
generally elastic. So, with a shght rise in price, the demand falls 
o£F considerably. The result is that the tax is collected really on 
a much smaller quantity of the article than consumed before the 
imposition of the tax; consequently, the loss to consumers of 
their surplus is much greater than the gain to the state; for upon 
that part of the consumption which remains after the tax, the 
state gams what the consumers lose; but upon that part of the 
consumption which is given up on account of a rise in price due 
to the imposition of the tax, the consumers lose their consumers’ 
surplus, while the state does not earn anything. It is not, there- 
fore, a sound policy to impose a tax on a commodicy which is 
subject to increasing returns The policy of the Government 
of India in imposing an excise duty on sugar, which is a commo- 
dity subject to diminishing costs or increasing returns, is open to 
grave objections on this scicntiBc ground also. 


The other principle, doscly allied to the first, is that a tax 
upon a commodity subject to diroinisbing returns or increasing 
costs, generally results in a smaller loss of consumers’ surplus 
than a gain to the state in the form of the tax proceeds. The 
reason is obvious. The demand for such articles is generally 
inelastic. For this reason, even after the imposition of the tax 
and the consequent rise in the price of the commodity, the 
demand does not fall oS* much. For this reason the gam to the 
state is considerable. If there is some reduction in the amount 
produced, due to a rise m the price, the cost of production 
diminishes, to that exfint; because the commodity is subject to 
increasing costs. If more of it is produced, the cost will be low- 
So, it is regarded as a good policy by Governments to tax those 
articles that are produced under diminishing returns 


But one point may be placed before the scientific reader. Al- 
though there may nit be much loss of consumers’ surplus of 
satisfaction, as the amount demanded cannot fall much with rise 
in fne price, 'oecause commotJity is sucn fhatit must’be purchased; 
yet. this very fact proves that there must be considerable 
suffering among people They cannot give up consumption, 
because the commodity IS urgent; and yet the price is raised by 
means of a tax II This may be a sound financial policy, but it can- 
not be defended on ethical or humanitarian grounds The salt 
tax IS of this kind. It brings a Urge revenue to the Government, 
because Its demand is more or less inelastic; but it cannot be 
denied that a high price of salt tells heavily upon the poor people 

who use salt in place of pulses and vegetables, and take loaves 
of bread only in accompaniment with salt They must also pur- 
chase considerable quantities for the use of their cattle. 
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The Indian standard ofliving It docs not require any elabo- 
rate argument to prove that the standard of living of Indians is 
very low as compared to that of other important nations of the 
world There is, of course, no comparison between the standard 
of living of an average Indian and that of an average Englishman, 
or Ameiican ; but our standard of living is much inferior even to 
that of other less important European and Asiatic people. The 
figures of consumption given below wiU throw some light on tbif 
question 


Anousl average consumpiiao per head 



Great Britain 

India 

Food 

16 Bushels (56 lbs or 28 seer) 

1 md. 

Meat 

120 lbs. 

40 lbs. 

Sugar 

90 lbs 

25 lbs. 

Salt 

75 lbs 

13 lbs 

Liquors 

30 Gallons 

3/15 of gallon. 

Tea 

6^ lbs. 

1/19 of s lb 

Clothing 

68 lbs. 

12J lbs. 


The fmali amount of consumption of on average Indian as 
compared to that of an average Englishman is due to several 
causes The peculiarity of climate has certainly much to do v iih 
the large amount of consumption of the Englishman; but 
poverty plays a very important part m this connection. India 
being admittedly the poorest country in the world, it is not 
surprising to find the standard of living of the people so low- 
Poverty and alow standard of living go side by side and practically 
mean the same thing 


Neglect of dietetin in India, ft has been established after 
careful research that the best composition of food for Indians 
IS the following 

Grain diet 8 chataks per day 

Pulses or dal 2 chataks. „ r 

Vegetables 4 chataks „ 

Meat is not considered suitable for Indians on account of the 
hot climate of the country. Also, it is not suitable for those who 
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do not take hard exercise. Vegetables, it is said, neutralise to a 
considerable extent the defects caused by the excess of starch m 
the Indian diet. About 2 chataks of fish or a couple of eggs or a 
few plantains supply the necessary quantity of proteins. The 
Japanese do not take more meat than the Indians ; but their 
consumption of rice is almost twice as much, and they take three 
times as much fish and vegetables as an average Indian. 

It is a regrettable feature that although systematic studies and 
researches are made by experts m dietetics in European countries 
regarding the best quality and quantity of diet for the people, no 
such attempt has ever been made, on a large and scientific scale, 
in our country We do not know — even those of us who are 
^ell-to-do and want to have a nutritious diet””what would be the 
best and most efficient combination of diet In different families, 
different articles are used at breakfast; and the same is the case 
at the time of two major meals In recent years, some experi- 
ments have begun to be made in this direction, but no systematic 
attempt has been made to determine the cheapest, and. at the 
same time, the most useful combination of articles of diet suitable 
for people residing m different provinces- A common diet, 
however useful and efficient cannot be adopted m India, for the 
obvious reason that owing to differences of religion certain 
articles are forbidden to be used by some people. For this 
reason, there will have to be different articles for people of 
different provinces and following different religions. The task 
-^is not easy, but it is hoped that after the close of the present 
war and after the coming into effective power of a National 
Government this.subject will receive proper attention. 

EngeFs law of Consunjptioo The great German statistician, 
Engel, collected a large number of family budgets of different 
classes of people in Saxony in 1857. He arrived at certain con- 
clusions on the basis of these family budgets Although a long 
time has elapsed since be collected these budgets of consumption. 
I and deduced from them certain prmoplcs, they are still largely 
applicable to present day conditions, with only very slight 
differences here and there- The table is given below : — 
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ITEMS OF EXPENDITURE 


Items of Expenditure. 

Proportions of the Expenditure of the 
family of 

1. 

Workman 
with an In- 
come of £45 
to £60 a year. 

2. 

Workman 
with an In- 
come of £90 
to £120 

3- 

Middle class 
person with 
an income of 
£150 to £200. 

1. Food only 

62 0 % 

55'0 % 

50'0 % 

2 Clothing 

16-0 .. 

18-0 ., 

18-0 „ 

3. Lodging 

120 .. 

120 .> • 

12-Q .. 

4 Light and fuel 

50 .. 

5-0 „ 

50 

5. Education 

2-0 .. 

3-0 .. 

5'5 , 

6. Legal Protection - 

I'O .. 

2‘0 

3 0 .. 

7- Care of health 

1*0 .. 

2 0 

30 „ 

8 Comforts and 

10 

25 „ 

3-5 « 

recreation 




Total 

1000 .. 

1000 

100-0 


On the basis of the above figures he laid down the following 
general pnnciples which are some tunes referred to as Engel’s 
laws of Consumption. “As the income of a family mcrcases, the- 
percentage of expenditure oa food decreases> that on clothing, 
rent, fuel and light, remains, more or less, the same; and that 
on articles of comforts recreation, and on 'cultural wants 
increases” No other enquiry of this kind has ever been made in 
this country by any one except one by Major Jack, in the agri- 
cultural villages of Faildput district m Bengal While Engel 
divided society into working classes, middle classes and well-to-do 
classes. Major Jack classified these, primarily, into agricultural 
and non-agncultural classes, and then according to their circums- 
tances into four economic classes : — 
ta) Persons living in comfort. 

{h) Persons living below comfort- 

(c) Persons living m indigence and 

(d) Persons living above indigence- 
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He arrives at the following conclusions which are based on 
his study of conditions as they existed before this war 

Of agricultural families 55% are classified as living in comfort 
(with an jncome of Rs 60 per head), 28% as living below comfort 
(with an income of Rs. 43 pet head). 18% as living above want 
(with Rs 3f per head) and 4% as living in want (with Rs 27 
per head) The total amount spent on food by families living in 
comfort IS 58% of their incomes, while the amount spent by 
families m indigence is 60% 

Of non-agncultural families 47% are classified as living m 
comforts (with an income of Rs 80 pet head), 27% as living below 
comfort (with Rs. 42 per head). 20% as living above want (with 
Rs 31 per head) and 50% as living in want (with Rs. 24 
per head). 

Average income per head to India —There is very great difi'e- 
rence of opinion regarding the exact figures of average annual 
-.mcome of Indians. Different people at different times have 
formed their own estimates regarding this point. These esti* 
mates differ widely from one another. Some of the results are 
given belew 


Oadabhai Noroji 

1870 

Rs. 20 

per annum 

Digby 

1898 

Rs. 18. 9 as 

Lotd Curson 

1900 

Rs.30 


Wadia and Joshi 

1914 

Rs 44 as. 


K.T. Shah 

1921 

Rs.67 


Findlay Shirras 

1922 

Rs 116 



Even taking the highest estimate as correct, we find that the 
average income is not even Rs. 10 per month, while that of some 
other countries is as follows — 

England Rs. 660 

America Rs 950 

Germany Rs 400 

France Rs- 500 

U India getting poorer ? The question is not easy to answer. 
Three different views have been expressed on this question 
The first is by Messrs, Wadia and Josht. who are of opinion 
that during the last 30 years there has not been any appreciable 
change in the economic conditions of the Indians, as a whole. 
The Government view is that there has been an appreciable 
.improvement According to them the average Indian to-day, 
>ats better and more food, lives m a better house than his father, 
has better utensils and his family is more decently clad than ever 
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before- The third view is that the condition of the people has 
not only not improved during recent tunes, but has become 
actually worse In tne absence of reliable and correct statistics 
it IS very difficult to form a definite opinion upon a subject which 
is so indefinite and vague It appears^ however, that while 
certain dasses in India have certainly improved their econ omic 
condition to a considerable extent, and have, in consequence 
improved their standard of living a great deal, there are some 
dassesr esoeaally in our villages who have lost the major por- 
tion. if not the whole of their belongings, on account of indebted- 
ness, and are now much woise off than they were about 25 or 30 
years baci. It should also be remembered that, with the advent 
of money economy in the villages, the cultivator has not fared 
very weU, especially in the matter of the payment of revenue 
to the Government or rent to the camindar Also, if in certain 
cases there has been a slight rise in the standard, it has been 
neutralised by the growing number of mouths to be fed in a 
famfiy- The growth of populaaon is a very serious symptom in 
the Indian body politic It threatens to neutralise all attempS 
of the well wishers of the country to raise the standard of living 
of the people, and to improve their economic condition. Unless 
^e increase in population is ngorously checked there can be no 
hope of improving the economic position of India. What effect 
the present war will leave upon this country can be known only 
several years after irs close. 

Methods of speadiog io relation to satisfaction. The teal aim 
of all expenditure is to get satisfaction. But expenditure may 
be wise or foolish, careful or thoughtless. The amount of 
satisfaction, thetefote, that a person derives from his expenditure 
depends to a great extent upon how he spends his income- 


It IS necessary, in the first place, that he should so distribute 
his available resources over bis vanous requirements that fev*- 
expenditure on any one of these requircmeats may not becomT" 
too much If It becomes too much on one and toe little on 
another, it would mean that he has not been able to make a 
judiaous use of his money His satisfaction, therefore, cannot 
be much as it might have been if he had taken greater care in 
distnbutirg his resources over different items. Here be should 
keep in mmd the law of equi-marginal utility. 


Even if he distributes bis resources in an ideal way. much 
depends upon the way in which he spends his money. There aie 
some people who have no considerations of false prestige wbeiW^ 
the question of buying a commodity is concerned- If their bettek' 
sense tells them that they arc being asked to pay a higher price 
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than is really proper, they refuse to purchase the commodity 
from that person or place, but take further trouble and find out 
a place where they can get it at a fair price Again, it makes 
much difference whether the commodity is purchased in large 
quantities or in small. There ate some people who cannot buy 
articles for a full month in advance due to the fact that they get 
daily or weekly wages, and so really live from hand to mouth 
As far as such people are concerned, they cannot get adequate 
satisfaction for the money they spend, because every time that 
they make a purchase, it is of a very minor amount If a person 
puchases pulses worth 6 pies, flour worth 2 annas, fuel worth 
6 pies, and so on, he cannot derive as much satisfaction out of 
his money as he otherwise could, if it were possible for him to 
purchase all his requirements at one time for the full month 

But there are people, who though not poor, are careless in 
matters of expenditure They would go on purchasing 2 or even 
3 packets of cigarettes every day, and yet would not purchase a 
Bundle of 50 packets which they could get at a cheaper puce. 
They would go on permitting the purchase of betels worth 8 as. 
or 12 as, per day. but would not order for the purchase of a 
dkolt of betels which is really cheaper in the end 

There is also another point in this connection which, though 
of a minor nature from one point of view, is very important from 
the other. This is in connection with purchasing articles either 
on a cash basis or on credit. It has been observed frequently 
that those who purchase habitually on credit, and keep accounts 
with certain shopkeepers, do not get a good and full return of 
their money. They have not only to pay enhanced prices, as 
allowance has to be made by the shopkeeper for the delay and. 
perhaps, trouble in the ultimate realisation of the money, but 
the articles supplied to such customers are also not always of the 
best quality- 

present and Future uses. A person should not only distribute 
A's Jw.waep Jiffeten*’ peasant .tAfuiitftnmrvt® .ir jir 
ideal way. but should also keep in view his future needs. There 
are certain emergencies that have to be provided for, and there 
are certain expenses which have to be incurred at a future date 
If no allowance is made for them at the present time, it will not 
be possible for tbe person concerned to spend money out of the 
current income for the month when the expenditure on the item 
falls due. So, he should compare the marginal utility of his 
money not only as between different requirements at the present 
retime, but also as between his present and future requirements 
.^uman nature is so constitute that present requirements of a 
less urgent nature are given greater importance than future 
requirements of a more urgent nature This is where we find a 
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distinction between far sighted and short sighted heads of 
families 

Money spent over less durable articles does not give as much 
satisfaction, in the long tun, as money spent over more durable 
ones Indiarfs, who are a poor people, prefer cheap articles, 
even though they may last for a very «short time, to dearer ones, 
even though they may be very durable, and ultimately really the 
cheaper of the two- More durable buildings machineries and 
plants are the distinguishing cbaiactcnstics of leading European 
countries and America, while in poor countries like India and 
China, much less durable goods ace usually produced. The, 
Japanese have very carefully studied the present psychology 
of Indians and that is why goods made in Japan command heavy 
sales in this country. 



CHAPTER XXVII 
PUBLIC HNANCE 

Public Finance as old as Society. The science of Public 
Finance is really as old as society itself. From the commence- 
ment of ordered society, or State necessity began to be felt to 
find out ways and means to defray the expenses of the state and 
consequently to discover the sources of income. So. strictly speak- 
ing, there should not be much difference between the science of 
public finance and political economy- Political economy, as its 
name implies, refers to tbe activities of the state m regard to 
wealth, as distinguished from the activities of individuals in this 
Connection- 

Finance connotes both mcotne and expenditure The word 
public, IS used as distinguished from private The phrase 
fpublic finance,’ therefore, means the income and expenditure of 
the state, and so every other thing closely associated with both ; 
hence tbe importance of public finance cannot be under-rated. 
With the growth m the importance of State functions, public 
finance has also increased m importance A rich government can 
undertake and perform many duties which a poor Government 
cannot. Also, the political power of a country now a days rests 
almost entirely on its financial position During the last great 
war, although Germany proved superior to any single State oppos- 
ed to her, even superior bo a combination of several states from 
tbe military point of view at least, yet. it was only on account of 
financial weakness towards the end that she was defeated 
During the present war also much is going to depend upon the 
staying power of the various belligerents It is here that the 
importance of America is relised by friends and foes alike The 
strength, financial or otherwise, of a State is really the combined 
"strength of the individuals composing it If the people, that is. 
the subjects of the state, are nch, the state, is also corresponding- 
ly rich ; but if the people themselves ace poor, it is impossible for 
••Jrrt. -aWi-t hnxzfiub Tohi •cfr/rcK. 'tt ’a Ti Stirtt Wat: ’^-crsisia. 

So, It may be said that while the subjects make the State rich 
and strong, the State in its turn helps a great deal in making its 
subjects richer and stronger. 

Difiereace between Public and Private Finance. There is an 
important difference between public and private finance. In the 
former, those items upon which money has to be spent are first 
-^settled and decided After having finally settled such items of 
^expenditure, and the corresponding amounts, the next business is 
to find out ways and means, so that the programme of expendi- 
ture laid down for the year maybe satisfactorily earned out If, 
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aiter taking stock of the availaljle sources of income, and forming 
an estimate of the probable income that might accrue to the 
State during the following year, a certain amount of deficit re- 
mains It becomes the duty of the member in charge of finance to 
raise money, either by increasing taxation, or by raising a loan, 
and so remove deficit. The expenditure that has to be incurred 
is first taken as granted, and as a fixed quantity ; the income is 
then adjusted to expenditure 

In private finance, exactly the reverse is the case Here, in- 
come IS first taken for granted; it is usually either a fixed amount 
or, a more or less definite sum which falls to the lot of an indi- 
vidual Keeping his eye on the amount of money or income 
available to himself during a period of time, a householder tries 
to adjust his expenditure to this available amount of income 
If he finds that his expenditure shows a tendency to outstrip _ his 
income, he begins to curtail tt here and there; in the end bring- 
ing It within the limits of bis income This is one importanty 
difference between public and private finance , 

The second difference is that if any surplus is left during the 
course of a year in the public funds, and is not spent, it is not re- 
garded as a good policy. No amount of surplus should really be 
left unspent nor should any surplus really occur during any year 
If there is a large surplus* it would mean that the member in 
charge could not form a correct estimate of the sources of income 
and the items of expenditure ; or. that he did not spend as much 
as he ought to have spent; or, even, that he realised m the. form 
of taxes or loans mote than what was actually needed under the i 
circumstances In the case of private finance, a surplus is always 
highly welcome, whether it is due to an increase in income not 
expected before, or to an unexpected decrease in the expenditure- 
This surplus is either invested or otherwise utilised. 

A third difference is that the finance member, however, dev'ezr 
he may be in matters of finance, and therefore m forecasting the 
future, can never be sure of the exact amount of his income and 
expenditure A number of new and important pro^ lems come 
up before the Government, for solution, and any one of them is 
sometimes sufficient to upset all calculations of the person in 
charge of the country's finances. This uncertainty has still 
further increased m recent times On account of the intimate 
connection between different countries of the w-orld btoughtabout 
by the development in the means of communication and trans- 
portation, affairs in one part of the world do not fail to influence 
those in others Consequently, any panic or crisis in one does 
not leave the affairs of the other allied countries unafffected- 
In a short time, therefore, the malady, emanating from one 
country, spreads to th? whole avilised world Moreover, the 
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legacy left by the last Great War, in the form of reparations and 
war debts, though repudiated by the countries concerned after 
some time acted as Damocles’ sword for a considerable time and 
brought about a great depreciation in the currenaes of all the 
countries of the world, bringing down the whole world from a 
gold to a paper standard. Paper money can be much more easily 
issued and increased than metallic money Moreover, since the 
period of inflation during and immediately after the last Great 
War, the issue of inconvertible paper money has been reduced 
almost to an art- The whole thing has now begun to be done in 
a dehberate way, and the rates of exchange between the local 
currency and foreign currencies are flxed after taking into con- 
sideration a number of factors- When such a thing is done by 
one country, other countries cannot remain unaffected With a 
change in the rate of exchange, brought about deliberately, 
the whole trend of imports and exports of a country is senously 
affected When trade is disturbed on account of a cause, purely 
external, other sources of income like railways, income tax, 
import and export duties, and so on. are also seriously aff'ected 
How things will shape themselves after the present gigantic 
struggle cannot be prophesied at this stage. 

In a country like India where the sources of income of the 
various Governments, Provincial or Central, are not very secure, 
there cannot be much certainty about public finance. The 
income from land revenue to the Provincial Governments 
depends almost entirely upon good rains, and so upon good 
crops The income from railways to the Central Government 
also depends mainly upon whether famine conditions prevail in 
certain Provinces or they are normal Public finance, therefore. 
IS more or less a sort of gamble cither in lains, cr m railwcys or 
in currencies. Nothing of this, sort js found in private finance. 
There is nothing uncertain or indefinite about it, except in very 
minor details. Marriages, births deaths, sickness etc , are, even 
in private finance, mote or less accidental, but a careful head of 
a family always 'makes a suffiaent allowance for such contin- 
gencies 

The sources of income of the state are usually very elastic. 
Whenever, therefore, more funds are needed the sources can be 
stretched to such an extent that current needs ate fully satisfied 
by increased amounts of income from them Governments can 
first fix up the items of expenditure only because they feel sure 
that, if necessary, larger amounts may be realised from the same 
or other sources. This is not, however, the case in private 
finance Here, sources of income arc, more or less, inelastic. 
The items of expenditure are. on the other hand, quite elastic. 
So. if necessity arises they reduce their expenditure in order to 
make the two ends meet, not by increasing their income- We 
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moial habits of individuals They say that the sole duty of the 
State ici such matters is to leave them alone A state according 
to them, should be nothing more than a police organisation, to 
enforce contracts, protect property keep the peace, punish crimes 
and defend society against foreign aggression When this is 
done, Its functions are exhausted This doctiinc of latssezfaire 
was developed in France at the time of the Physiocrats. It 
applied not only to the economic sphere but also to the political 
sphere- From the Physiocrats, the view passed on to Adam 
Smith, who. in 1776. gave a powerful stimulus to the doctrine by 
the publication of his book ** Wealth of Nations After him, 
many other economists and philosophers m England and on the 
Continent, supported this view, both in the political, as well as 
in the economic field 


Entirely opposed to the lowsei/aire theory of state functionr 
is what is usually called the socialistic theory Its supporters not 
only do not distrust the state, but regard it as a great and supreme 
good .They look up to it as children look up to their parents ; 
and they expect as much care from the State as aoes a child from 
his parents They think that it should look after the economic, 
moral and intellectual interests of the people The socialists 
do not underrate the importance of individual liberty, hut 
they suppose that it can be adequately maintained only 
through state action- But amongst socialists themselves 
there are different groups holding different views regarding 
the functions of the State There are some who maintain that 
the key industries should be taken up for management and con* 
trol by the State . while there are others who ate of opinion that 
not only the key industries but all important industries and trade 
activities should also be taken up by the State from individuals ; 
that 18 to say, they advocate collective ownership and manage- 
ment of all industries including land and capital, and the instru- 
ments of production and transportation Under such a system 
the state would.become the sole proprietor of land and other 
forms of wealth, and there would be no private property, nor any 
right of inheritance. This is also called collectivism by some. 


With this great diversity in the views and theories regarding 
the functions of Government, it is not easy to select certain 
functions that should be performed by a State There is. to begin 
with, no anarchical state in existence in the world to- day. The 
anarchists are present m every country of the world, but they 
have nowhere succeeded in destroying the State in the sense m 
which they wanted to destroy it. The old anarchists of Russia, 
the followers, that is to say. of Prince Kropatkm and Bakunin, 
have all merged themselves into the present Bolsheviks. They 
remained anarchists only as long as the Czarist Government 
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The Functions that are at present performed by the State in 
India are (1) Protection against other States, for which the Army 
the Navy and the Air force axe needed. (2) Protection against 
internal disorders for which the maintenance of the Police 
is necessary 13)Protection of the rights of individuals or even the 
State itself, for which it is necessary to maintain Civil and Crimi- 
nal Courts (4) Construction and maintenance of certain public 
works, and the performance of certain duties of a general type 
for the public. Under this head are included construction of 
roads* maintenance of parks, and museums etc ; also starting of 
educational, sanitary and medical institutions, which are not 
within the means and competence of private individuals- 

Apart from the above, the State now provides and regulates 
certain services which are necessary for the welfare of the people. 
It protects labourers against the employers, and has passed a 
number of laws protecting its interest and looking after its wel- 
fare in various ways. It is also an important duty of the Gov- 
ernment to encourage industry and trade within the country, 
either by .imposing import duties on foreign goods or by 
granting bounties on exports from the country. It also helps 
local industries in a number of ways and has also undertaken 
certain other businesses as State monopolies. The administra- 
tion of Railways, Canals, Forests. Lands. Opium. Salt, and 
Excise are all carried on by the State under its direct supervision 
and control. 

The Theory of Maximum Sodal Advantage. The rapid in- 
crease in the functions of the State has necessiated a large 
amount of expenditure on its part- For the due performance of 
these extended functions, it is necessaiy that the Government 
should have a command over large resources. Three ways are 
usually open to any Government for increasing its inCtome. 

‘ (1) By taxation. (2) By raising loans. 

(3) By earning pioSts through pioductive undertakings. 

T.oans. Oi t’ne aoove three means oi increasing income, that 
of raising loans is jiat,?. very sound policy, except when the sum 
involved is very large and the purpose m view is of an uigent 
nature If loans are raised within a country, the loss to the 
Government m the form of interest will be a gain to the capital- 
ists or investors of the country The national wealth, therefore, 
will not diminish, but may even increase' if the proceeds of the 
loan are judiciously 'utilised. When such a loan is repaid, the 
amount remains in the country, and is almost always reinvested 
in fresh loans issued by the Government There is, therefore, 
not much to be said against the policy of raising internal loans 
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for productive purposes, except that it has a tendency to make 
the rich richer, and so it strengthens the foundations of 
capitalism. 

But if a loan is raised in a foreign country, the policy is open 
to grave objections. The annual interest docs not remain 
within the country, but has to be sent every year outside it. thus 
draining the resources of the country. And when time comes 
for the repayment of the loan, cither a fresh loan has to be 
raised outoide, or a great pressure has to be brought to bear upon 
the capacity of the local investors for both paying up the foreign 
loan, and satisfying the current needs of the country, as far as 
possible. Therefore the policy of raising leans in a foreign 
country is usually discouraged- It does not contribute in the 
least towards any social good, much less towards the greatesf 
good of the greatest number- 


Productive Enterprises. The other method open to a state for 
increasing its income is by starting productive enterprises on a 
commercial scale. If commercial undertakings are selected 
carefully, they can do a lot of good to people in general/ 
besides bringing large amounts of income to the State The 
policy of Governments that start comiAerdal undertakings 
IS not guided solely with a view to earn large profits. 
They select only those enterprises which cannot be started by 
individual encecpcise, or cannot work well if there u no single, 
unitary management That is why various Governments have 
undertaken the construction and management of only such 
undettakings as sailways, canals, roads, telephones, water supply 
posts and telegraphs etc Profitable businesses like the manufac- 
ture of iron and steel, or cotton piece goods, or others of the same 
nature, are not undertaken by a State, as this course might 
bring It into direct competition with other manufacturers- If 
state socialism or collectivism is adopted as the guiding policy by 
a state, even such productive enterprises will come under its 
supervision or direct management ; but the time is perhaps not 
yet ripe for such a drastic policy, and it is not yet certain 
whether this policy would really serve the best interests of. 
common people The productive enterprises or businesses and^ 
commercial undertakings that are at present under the control of 
various governments should be administered only with one 
single aim and idea, namely, that of doing maximum good to the 
maximum number in a society- It is for this reason that there is 
so much agitation in political India, for a reduction in land 
revenue, rates of interest, third class railway fares, and the 
cheapening of coarse cloth used by poorer people-/ These if 
carried out will do the greatest amount of good to the greatest 
number of people.^ That is the only sane, just, and sound policy 
for any Government to follow. The good of the proletariate or 
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the good of the farmers and labourers should always be kept in 
view by the high authorities of the State.^ 


Taxation The third way of increasing income, namely, by 
taxation, while it opens, on the one hand, a very wide field 
before Finance Members of various Governments, affords a very 
great opportunity to do a lot of good to the people in the 
country on the other It offers an opportunity to bring into 
actual operation the theory of the maximum social advantage. 
It is, however, a regrettable feature of public finance in most 
countries of the world, that the poor are really taxed more than 
the rich. This statement will sound strange at a time when^ 
there is so much talk of socialism throughout the world; but 
a close examination of the taxation system of the world as a 
whole will convince any careful student of Economics that the 
system, as it stands to day m many countries of the world, tells 
more heavily against the poor than against the rich We will 
more minutely explain aod discuss this statement at a later stage, 

’ but here we have only to say that by means of taxation the 
present m equalities of wealth can be lemovcd to a great extent. 
Our society is so constituted that a certain person who has bad an 
advantage of a start, rises very soon and very easily as compared 
to one who starts without any such advantage, or, under some 
handicap. There are no doubt instances where the heirs of large 
fortunes dissipate theic money and become bankrupt, while those 
who start undet great difficulties and hardships, rise to the top of 
financial success and fame. In the modern world such cases ate 
not very rare, hut still the general rule holds good that an initial 
start proves of very great help to every person The result is 
that wealth, when it has once come into the possession of certaiji 
classes of people remains m circulation only among those classes, 
with some differences as to the individuals composing them ; 
while those who do not belong to these favoured dasses, conti~ 
-nue to pass their lives in comparative hardship generation after 
generation This great inequality between different classes can 
be reduced to a great extent, if not altogether removed, by a 
judicious use of the machinery of taxation; and only when this 

carried on with a view to confer maximum social advantage. 

Effect of the policy of non-intervention. The policy of laiasez 
faire and non-intervention which continued to be adopted in 
its extreme form by leading European countries for about a 
100 years, resulted in creating a great gulf between the two 
classes of people, the capitalists and the workers or the ‘ haves’, 
and the ‘havenots’. The sanctity of contracts was maintained 
without taking the trouble of finding out the conditions under 
which the contracts were entered into* The entire judicia^ 
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of the State was influenced by the policy of non-interference, 
and they would not try to go beneath and behind the numerous 
contracts referred to them for final judgment. Consequently 
with a change in the outlook of the various Governments m the 
present century, and with a greater inclination towards the 
socialistic theories; it is also necessary that the civil laws of the 
country should also be changed in accordance with the changed 
spirit of the times ; and those who arc incharge of passing judg- 
ments over day to day affairs, should be permitted; even directed, 
not to be influenced very much by the mere appearance of a 
certain case, but to go beneath and behind every document before 
giving their final verdicts. 

Sources of State income. Every writer on public finance has 
recommended his own classification of revenues or income of the 
State for general acceptance. Adam Smith was the first of the 
English economists to lay down such a classification His division 
has now become antiquated on account of the great lapse of 
time since he flourished and the great change m the nature of 
the sources of Government revenues. German writers, and lately 
American writers, like Seligman, have given their own classifica- 
tions ; but they are with reference to the sources of income of 
their respective countries The system of classification adopted 
by modern economises and financiers in England is quite simple, 
and as Indian financial affairs are controlled by English Finance 
Members, the same classification has also b^en adopted m this 
country- The classification given below is that recommended by 
Findlay Shirras in his book ‘‘Public Finance*’. 

There are two main heads under which revenues of a country 
may be divided 

(a) Tax revenue. (b) Non-tax revenue 

Under tax revenue arc included such sources of income as" 
land revenue, income tax, import and export duties and other 
direct or indirect taxes. In this classification, land revenue has 
been counted as a tax If it is not regarded as a tax, but as in- 
Toinft: fnruui '^ruwnnuvifL damrani. ''fuuii 'ft ■^ludiiihAs'rrainfnmrcij 
from this head to the other one. namely, non tax revenue- AU 
taxes, whether direct or indirect* federal, provincial or local, are 
included under tax revenue 

The second great division is non-tax revenue It includes (1) 
Revenue from Government or public undertakings This includes 
railways, irrigation, other public works, posts and telegraphs, 
telephones, mints, stationery printing, etc (2) Revenue from 
social service, for example, education, hospital fees, etc. (3) 
Revenue from loans or debt services 14 ) Miscellaneous. Under 
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the last head are included, m the case of India> military receipt*!, 
exchange, tribute from States etc. 

In recent times social services have developed to a great ex- 
tent on account of the development of local self government. 
The main source of revenue, however, is still taxation, Two- 
thirds of the revenue of India has been from taxation in normal 
times, and over 20% from Govetnment undertakings. With the 
lapse of time, -there is likely to be important changes in the per- 
centage relations as between different sources of state income. 
With the increasing demand upon the revenues from different 
quarters,' those in charge of state finances everywhere ate trying 
to find out new sources of income. The limit of the taxable 
capacity of people m many countries of the world seems to have 
been already reached ; and it is. perhaps, not possible to raise 
additional income by means of additional taxations Attempts 
are, therefore, being made to introduce such changes in the func- 
tions of governments, so that their income may increase without 
imposing a heavier burden on the subjects. For this it is neces- 
sary that productive undertakings should be started wherever 
possible. There is very great scope for such increased activities 
m the domain of local self government: but even in higher 
spheres the scope is not very limited. 

In England, income tax being the great engine of taxation, 
and the taxable capacity of the people being sufiBciently high, 
and their civil and political sense sufficiently developed, there is 
not much difficulty m raising additional revenue, whenever re- 
quited It should also be borne m mind that England is a highly 
developed country. The amount of capital already invested in 
the country is very large ; and although there is still a great 
scope for the investment of further capital, and will remain so 
perhaps for ever, yet, the more irapoitant needs of the country 
.nave already been adequately satisfied. For all these reasons it 
IS neither very necessary to discover new sources of revenue to 

meet normal expenditure, nor is it very difficult to increase reve- 
nue during abnormal periods from the old sources. The present 
Wpi Viaii thrown ‘E.Tig'iani’ s hnandal machinery out of gear. 
It is to be seen how it is brought back to order 

But we are not concerned here so much with the financial 
position and requirements of other countries nf the world as 
with those of India. Out country as mentioned in some other 
connection, is still an uncxploited country. Large amounts of 
capital are needed to exploit her resources. Unfortunately, 
however, the country is very poor and the taxable capacity of the 
I people has already been overstrained Even today, India is, in 
proportion to her income, the most heavily taxed country in the 
world. Under these circumstances it is not easy to increase the 
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sources of income by tbe ordinary method of raising taxation- 
This is why so much importance is attached to Indian railways 
as a potential source of income to the Government of India, if 
they are carefully managed. Dunng the present war, manufac- 
turers and traders have earned large sums of money It is ex- 
pected, thecefore, that there will not be much difficulty in raising 
capital or loans for productive purposes. 

Public debt. When in a particular year it becomes difficult 
to balance the income and expenditure of a State, and the expen- 
diture cahnot easily be met even out of the increased proceeds 
of the existing sources of revenue ; or, when a state of emergency 
suddenly arises for which a large amount of expenditure is 
absolutely essential, it becomes necessary to raise a loan- A loan 
is also raised for purposes of starting certain productive enter- 
prises, whicb, in the end prove paying to the State, even afrer 
meeting tbe interest charges and the redemption cost of the debt. 
Loans are usually raised within the country itself unless that 
country is not in a position to meet the demand. It is for such 
reasons that public debts arise and have arisen in different coun- 
tries of the world. 

The public debt in England was only £1 million in 1689. 
From this small beginning it went on increasing. There was a 
sudden rise from £70 million in 1914, to £7481 million in 1919, 
when the last war came to a close. Gradually the debt went 
up to £8000 million During the present war, however, it has 
reached great heights* By May 1944 it had gone up to £20,000 
million II By far the major portion of tbe English National Debt 
is unproductive, and was caused by tbe two great wars. A 
national debt, though it may not be as bad aa when it is owed to 
foreign nations, is still bad enough Succeeding generations 
continue to suffer, and bear hardships on account of the action 
of their predecessors. The bitter experience of the last war. 
and of the post war period has convinced 6nancial authorities the" 
world over that, as far as possible, the needs of the country 
should be met out of the yield of current income, hut however sane 
this advoice. and howevet noble this resolve it is impossible not 
to resort to loans during periods of gteat crises. The present war 
which does not as yet show any sign of coming to a close, has 
added staggering amounts to the watting countries’ debts, 

Hamilton’s maxims In the matter of the administration of 
public debt tbe 12 maxims of Hamilton, the Scotch economist 
are incontrovertible, and are perhaps the best that have been 
ever laid down anywhere They arc given below. 

(1) The annual income of a nation consists of the united 
produce of its agriculture, manufactures, and commerce. This 



PtTBLlC FUfANCfi 


479 


income is the source from which the inhabitants derive the 
necessities and comforts of’ life» distributed according to their 
stations in various proportions; and from which the public 
revenue necessary for internal administration, or for war, 
is raised. 

(2) The percentage of national income, which can be appro- 
priated to public purposes, and the possible amount of taxation 
are limited; and we are already far advanced to the utmost limit. 

(3) The amount of the revenue, raised in time of peace ought 
to be greater than the expense of a peace establishment and the 
surplus ought to be applied to the discharge of debts contracted 
in former wars, or credited to a reserve os a resource for the ex- 
pense of future wars. 

(4) In times of wars, taxes may be raised to a greater height 
than can be borne easily in peace times; and the amount of 
additional taxes, together with the surplus of the peace establish- 
ment. should be applied for defraying the expenses of a war. 

(5) The expense of modem war has been generally so great 
that the revenue raised within the year is not sufficient to defray 
It; hence the necessity of having recourse to the system of bor- 
rowing. The sum reciutred to complete the public expenditure 
is borrowed on such terms as can be procured, and taxes are im- 
posed for the payment of the interest; or perhaps to a greater 
extent with a view to the gradual extinction of the principal. 

(6) In every year of war. where this system is adopted, the 
amount of the public debt ts increased; and the total increase of 
debt during a war depends upon its duration and the annual 
excess of the expenditure above the revenue. 

^ (7) In every year of p'eace the excess of the revenue above 

the expenditure ought to be applied to the discharge of the 
national debt, and the amount discharged during any period of 
peace, depends upon the length of its continuance, and the amount 
of the annual surplus. 

(8) If the periods of war compared with those of peace, and 
the excess of the war expenditure compared with the annual 
savings during the peace establishment, be so related that more 
debt is contracted every year than is discharged m the succeed- 
ing peace, the consequence is a perpetual increase of debt; and 
the ultimate consequence must be an increase in its amount to a 
magnitude which the nation is unable to bear 

(9) The only effectual remedies to this danger are the exten- 
sion of the relative length of the periods of peace, frugality in 
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peace establishment. lessening the war expenses, and increase oi 
taxes, whether permanent or levied during war. 

(10) If the three former of these remedies prove inadequate, 
the last is left as our only resource* ' By increasing war taxes, 
the sum required to be raised by loan is lessened. By increasing 
tares in times of peace, the sum applicable to the discharge of 
debt is increased These measures may be followed to such an 
extent that the savings in times of peace may be brought to an 
equality with the surplus expenditure in times of war, even on 
the supposition that the periods of their relative duration shall 
be the same for centuries to come that they have been for a 
century past 

(11) When taxation is carried to the extent mentioned above, 
the affairs of the nation will go on under the pressure of existing 
burdens, but without a continual accumulation of debt, which 
would terminate in bankruptcy- So Jong as taxation is below 
that standard, accumulation of debt advances, and it becomes 
more difficult to raise taxation to the proper height- If it should 
ever be carried beyond that standard, a gradual discharge ol the 
existing burdens will be obtained, and these consequences will 
take place in the exact degree in which taxation falls short of, or 
exceeds the standard of average expenditure. 

(^) The excess of revenue above expenditure is the only real 
sinking fund by which public debt can be discharged The in- 
crease of the revenue and the diminution of expense are the 
only means by which this sinkmg fund can be enlarged, and its 
operation rendered mote effecave; all other schemes for dis- 
charging the national debt by sinking fund, operating by com- 
pound interest or in any other manner, unless so fat as they are 
founded upon this principal, arp illusory. 

In this connection it may be mentioned that the scheme of - 
sinking fond devised by Pitt towards the end of the 18th century 
for the purpose of paying off the public debt of England at the 
time, was in reality fallaaous. The scheme was a \ ery simple 
one. It meant the investment of a certain sum of money every 
■ytai iha Gcrj-ESTiinwA aactiXYCita aiji iciTivtatTneTn. oi the in- 
terest accruing upon it in further investments in the country. II 
this fund bad been invested abroad, and tbe interest also invested 
every year in foreign countries then a large amount might have 
been available for paying off national debt. By depositing the 
amount within the country, tbe taxes to be imposed for the 
payment of interest and compound mtcrest were overlooked; 
hence the fallacy which was pointed out by Hamilton. 



CHAPTER XXVIII 
TAXATION 

' Definition of a Tax: The term 'tax’ has been variously defin- 
ed by different authors The best definition however, seems to 
be that given by Bastable m bis “Public Finance’’- It runs 
as follows^ — 

“-A tax IS a compulsory contribution of the wealth of a person, 
or body of persons, for the services of the public powers’’. 
This is a comprehensive definition and covers all important points 
iirconnection with a tax. but almost every word in it has to be 
explained- A tax is defined as ‘compulsory’. It does not ncces- * 
sanly mean that the person who is taxed is unwilling to pay the 
tax and so compulsion is to be resorted to. necessarily, in his 
case What is implied is that the will of the payer rea'ly does 
not count; he may be willing or unwilling to pay tins amount, 
but he will haye to pay ic> all the same The amount of the tax. 
the manner of collection, and the time of payment, are all deter- 
mined by the taxing authority They do not consult the wishes of 
the payers/ Any payment made by a person to the state in which 
there is no element of compulsion cannot be called a tax. Large 
amounts of money are voluntanly paid by private individuals to 
the Government for different purposes They are, however, 
called gifts not taxes 

A tax is a 'contribution,’ which means that it implies a certain 
amount of sacrifice on the part of the payer. It is possible that 
those who pay the tax may gain much fay the activities of the 
State, rendered possible by taxatiofi/ but it does not mean that 
when the tax is paid there is no dleraent of sacrifice The gam 
accrues’ to the payers because of the activities of the State; 
'bur the sacrifice is all the while present, and is always involv- 
ed in a tax 

TheLt£'jm-“wealthl’ Tf^’difudd. 

include not only commodities, as ordinarily understood but also 
services / Military service for example, or forced labour, wher- 
ever admis'ible, has an elemenp of 'tax’ in it. and is not much 
different troiif the payment of money or goods Work for a 
certain number of days, whmh IS to be perfoctr-id by tenants foe 
their landlord, is not much different from a tax i .ayable in money 
or goods. 

Then, taxes are imposed on ‘persons’ Taxes, which are called 
commodity taxes, also fall^OD persons, but the distinction is 
merely that in the one case the basis of calculation is a certain 
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commodity which is specificjlly referred W, while in the other 
there is no specific piention. otner 

The next point is that tares are levied in order to nerform 
service, or to confer benedt. The State has certain fScrionfto 
perform, and for this some resources ate absolutely essential 
For the satisfaction of the wants of the State, taxation is neces- 
sary. Whether the amonnt so realised is spent rishrif or 

general body='of t?e e^'TJ^ ^* 0 “ 

Government which utiUses the proceeds J taxes if an un“ us? 

inclS;S?ahta"^?i^^^^^^ Pubhepouers 

a tax is realised by the mX?t imh or ! r."?' 5''?"-'* 
none the less, a tar in the stnetM^en^e^^fcerm?"' " “ 

subsequent erplanat?on‘s“ f thelmpottSi? wor°d7 in mind 

&st'?fa'?ra c'^^pSr“^ 

clearly a crime, and fs pum^hawi non payment is 

land. It IS only on such Sfoni 

a tax is clearly brought to Se Soticro? th^'^“^Kr 

has to perform some very imoorfw f i® ^ 

which the life and Iff 1® 

•amount of money nee§ed^for^he^p5form^nV'%‘^®^®t!‘^' 

functions is not forthcomingy the whSe ^ such important 

ment will be paralysed The camra,on of the Govern* 

which was started in India non-payment of taxes 

Table Conference, was ruthlessly sunnr^ ®^ond Round 

If It had succeeded, the Governmen?marhf'^ Government, 

at least partially, paralysed* machinery would have been. 

subjects to S"st?teTn retou'LTa pamcular^ Paid by the 
by It. There is as a matter of fact E??™ '""T® P”*ormed 
tion between the amount of a tax naid indirect connec- 

benefit derived from the activities of^ the sSS'"" *"^,1 

only for the general benefit derived onLrrf.mV ® 

of an efficient state machinery As 

fom -■'"he b/nSrdenved 
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and consequently reduces his purchasing power. If the rate of 
a tax IS heavy, and consequently, a certain person has to pay a 
large amount of it. he will try to adopt ways and means in order 
to escape from this heavy taxation- Heavy taxation sometimes 
misses Its object on account of the frequent evasions of the 
charge. If commodities are heavily taxed, they either begin to 
be smuggled for evading the duty or if the tax is rigorously and 
efficiently enforced, the consumption of the commodity is reduced 
ot in certain circumstances altogether given up,, and an alterna- 
tive method of satisfying a particular need adopted. 

Taxes as distinguished from Fees. Fees have been defined as 
payments, primarily in the public interest, for special services 
which people must accept, whether willingly or not. Fees have, 
therefore two characteristics ; while taxes and prices have only 
one. Fees, while being primarily in the public interest, also 
confer special advantages on those who pay them This is the 
case with registration tees, whether in the form of document 
oc in the fotm of license. While taxes are imposed only in 
geoeral interests, prices are charged in return for special benefits 
enjoyed by the payers. It is no doubt very difficult to make a 
clear distinction between taxes and fees Seligman is of opinion 
that where the licensee gets a special benefit for the privilege, it 
is a fee. but where the license fee is so high as to bring in a 
net revenue to the publn. authority, it is a tax, as the amount that 
IS charged is much in excess of the cost of service 

Fees and prices arc both voluntary payments. There is no 
compulsion about them, but in all cases where the amount of fees 
or prices charged, either by a government or a monopolist, is 
much in excess of the cost of the seivice or the cost of the pro- 
duction of the commodity, there is, undoubtedly an element of 
tax in both. The price of salt charged by the Government of 
.India, certainly contains an element of tax. Postal rates, water 
rates and telegraph rates differ from prices in as much as they are 
charged not by private sellers or companies m the ordinary way 
but by Governments, Central or Local. Otherwise they are 
similar. ’being charged not for services perlormcd but for commo- 
dities sold to the people- 

^ Tax Systems. When an ordered Society or a State comes into 
existence, and powers are acquired to compel subjects to pay 
contributions in the form of taxes, the next question that comes 

up for consideration before political authorities is establishing the 
basis on which the burden of total taxation is to be distributed 
'over all subjects of the State. Various theories have been put 
^#otwatd in regard to this aspect of the question. One is the 
Single Tax Theory. In pursuance of this theory it is recommend- 
ed that only one tax should be imposed which might be sufficient 
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in itself to satisfy all the lequircmcnts of the'State in the matter 
of due performance of its vanous functions. Since the tiroesijf 
Physiocrats in France, land has been regarded as one such source ' 
of income. It was regarded by the Physiocrats as yielding a nst 
yield, or. as they called produttneU This net product was sup- 
posed to be yielded only by land. Later on it began to he called' 
rent. Consequendy, since the time of the Physiocrats, the land 
has been regarded as the only fruitful source of income which 
could satisfy all the requirements of the State Henry George, 
in America also recommended .this Single Tax and there is no‘ 
doubt that unearned increment from land, if properly assessed, 
and carefully collected from people can be large enough to make 
realisations from other taxes more or less unnecessary. But 
there are many practical difficulties m the way of assessing and 
collecting it; and it is also not tcgaided as a sound financial 
policy to keep one’s eggs only in a single basket. If. per chance, 
this smgle source somehow fails, or does not come up to the^ 
mark, the administration of the country would become impos- 
sible Moreover, on grounds of equity and justice also, it is not 
considered proper to tax only one class of people, however large 
or:,rich. and to leave other classes almost untouched. For this 
reason the single tax theory has remained at all times an acade- 
mic question merely, and has never been seriously taken up by 
practical financiers any where in the civilised world 

Directly opposed to the single tax system is that which is 
called the Muluple tax system Arthur Young was us greatest 
exponent m his time He said that the State confers benefits of 
one kind or the other upon each one of its subjects A strong 
goveenment makes it possible for every one to live in peace and 
perfect freedom, immune from any danger of a foreign invasion, 
and free from any fear of internal rebellion or not. Apart from 
this, It confers a large number of other benefits upon every 
class of Its subjects. It is. therefore, its duty so to apportion the 
burden of taxes upon the subjects that the burden upon cach^ 
may be uniformly light- There is undoubtedly much force in this 
argument. It is an accepted policy of those in charge of finances 
that each cl&ss of the subjects of a State should contribute 
♦L'i'Ka.'adA vs v.'x'piv&ii la *2* fwaW/t vs, va CA’j.'W.'Cy • 

But to say this does not imply that the number of taxes should be 
unduly multiplied, even though the yield from each individual tax 
may be very small. It is not only the proceeds of a particular 
tax that should be taken into consideration, but attention should 
also be paid to the cost of collection of each tax. If the number 
of taxes is unnecessarily and unduly large the cost of collection 
will also become proportionately high The result of this policy 
will-be,that while the subjects will have to pay large sums of 
ir^ney from their pockets, a substantial portion of this amount/ 
wjljjnot teach _the coffers of the state but.wjll remain with the 
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middle men, as the expenses of collection In answer to this it is 
said that if sdme portion of the cost of collection docs not reach 
the State, but remains with the subjects who are engaged m this 
collection, it gives employment to a large number of people This 
argument is not very appeahng. Giving employment to a large 
number of people by allotting to them nO other task than col- 
lecting taxes from their fellow sub)ects shows utter bankruptcy of 
any well ordered economic programme. The Multiple Tax system, 
as recommended by Arthur Young, has therefore not been adopt- 
ed by any Government. 

' There is a third system called the Plural Tax System Under 
it certain taxes are selected with a view to ensure that almost 
every class of society contributes a fair proportion of its ireome 

towards the expenditure of the State It is a sort of compromise 
between the Single Tax System and the Multiple Tax System. 
The number of taxes that is selected is such that the yield of 
each IS quite considerable. Reliance is not placed upon the yield 
of one tax alone, but each of these (axes fields a considerable 
amount of mon^, with the result that the total amount so collec- 
ted becomes sufficient to defray the expenses of the State The 
Plural Tax System is at present in vogue in all important count- 
ries of the world. • 

' Theories of Taxation. Although it is the duty of every subject 
of the State to contribute towards its expenses and although the 
right of the State to tax its subjects has been recognised by all, 
yet. before imposing any single tax. it considered advisable to 
base a tax upon any principle, and some justification is also 
sought to be discovered for the imposition of this compulsory 
contribution With this object in view, several theories of 
taxation have been advanced by people from tune to time One 
such theory is known as the benefit theory of taxation. 

5 Benefit Theory Taxes, it is said by the exponents of this 
theory, .should be imposed on people in proportion, as far as 
poisible. to the benefit that they derive from the State. The 
basis. -jit. ayiL'pW ewaujb., ?.wi e.'pue.ws yuat. Tb* 

rich. It is said, derive greater benefit in the way of protec- 
tion from the State, because they have a large amount of wealth 
andproperty to protect against foreign invasion or internal dis- 
orders It IS. therefore,.recon3mcndcd that the rich should con- 
tribute more towards the expenses of the State than the poor, 
who, having not much, do not derive a lafg^ amount of benefit 
from the State. For some time the benefit theory remained in 
favour, but later on it was subjected to a number of criticisms 
^ and It became untenable. It was contended that the greatest 
amount of benefit under the State was really derived by the poor. 
The widows, the orphans, and the poor people, who had no 
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strength, power or organisation of their own, depended for their 
protection and the enjoyment of whatever they possessed, mainly 
on the State* The rich, on the other hand, could adopt measures 
for their own protection even if the State did not come forward 
to protect them and their properties* A rich man could very 
well afford to employ a Chaukidar to keep a watch over bis 
house during the nights, and employ any number of servants to 
look after and protect his wealth and property* He could keep 
iron safes and could secure any number of licences for weapons* 
Those, however, who were comparatively weak and poor could 
not aff^otd to employ any such means for their protection If there 
were no Police and Civil and Criminal Courts, the strong would 
not long hesitate to deprive the weak of whatever they possessed. 
So, according to the beneht theory, the poor should be taxed 
more heavily than the rich I There was gfeat force in this 
criticism, and so the benefit theory of taxation fell into 
disrepute. 

Faculty Theory of Taxation. The next theory that came 'into' 
favour and gradually began to be adopted by different countries' 
was the Faculty Theory* According to this theory it was held to 
be the duty of every subject to contribute towards the expenses 
of the State to the extent that it was possible tor him to do. 
From each one was to be realised as much as he was able to con- 
tribute* Rich men, therefore, were ro be taxed more heavily, 
not because they derived a greater benefit than the poor people, 
but because they possessed a greater faculty or ability to contri- 
bute than did the poor. According to the theory, the poorest 
classes were to be entirely exempted from taxation, because they 
did not possess any ability or faculty to pay any tax As a logical 
sequence of the ability theory, progression has been introduced 
in modern times in taxation rates Even amongst the privileged 
^classes of rich people, there ace different grades. Some are rich, 
others richer, and some fabulously rich. These different classes 
of people, with different incomes, should not obviously be faxed, 
at the same rate If the rich are taxed at a particular rate, the 
richer should be taxed at a higher rate, while those who are very 
rich should be taxed at a still higher rate The progression, that 
is to say, increase in the rate of a tax, should continue with in- 
crease in the amount of income 

Whileinthecaseof rich people progressive rate of taxation 
has been introduced in the case of those classes which ate poor, 
3 certain amount of income is left untaxed ; that is to say, 
below a certain income, no tax is levied. A certain minimum 
subsistence amount is left untaxed* In the case of income tax, 
all these principles are brought into practice. 

Financial Theory. In spite of all that has been said above, 
it IS obvious that the mam concern of those who are in charge of 
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the finances of a country is to realise enough amount of money 
from the people for the purpose of defraying the expenses of the 
State, whether the money so realised conforms to the benefit 
theory or to the faculty theory or some other theory. The best 
maxim to be followed by taxing authorities is ‘to pluck the goose 
with the least possible squealing*. This* means that the public 
should continue to be taxed as long as there is no vigorous 
protestrfrom anywhere- The financial theory is, as a matter of 
fact the one that is mainly followed by financial authorities 
through out the civilised world It can. therefore, be safely said 
that there is a great scope for modification m the kind of taxes 
thatare atpresentpopular with different Governments They have 
become popular mainly owing to the fact that they afford a great 
amount of convenience in their collection, and that those from 
whom they are collected are easily approachable, and. perhaps, 
are not very vehement in their protests against the payment of 
the taxes. This does not mean that no regard is paid to the 
justice 01 otherwise of^ a tax. Senous attempts are sometimes 
made to distribute the burden of taxes as far as possible equally 
among different people, and for this reason they are distributed 
as widely as possible. But the financial theory, which is some- 
times called the theory of convenience, is the one most widely 
adopted m modern times- 

V jDjrect and Indirect Taxes | With a view to distribute the 
butden ot taxation upon dlfferint subjects m the State as far as 
possible uniformly- taxes are divided into two main classes, direct 
and indirect Direct taxes are mainly those that are meant to be 
collected from the richer classes of people ; while indirect taxes 
ate those whose object 18 primarily to tax the poor or the less 
well to do classes, in such a way that they may not feel the 
burden of the tax A direct tax is one in which the tax payer 
is also intended to be the tax bearer. An indirect tax is one in 
which the tax payer is not intended to be the tax bearer. Income 
_^3ax is collected from the person who is also expected to bear its' 
""burden. He cannot usually transfer it to some one else. In- 
heritance taxes or death duties are also direct taxes- Import 
duties, bowevec, are indirect taxes. The duty is coiiected from 
importers, but it is actually to be borne by those who consume 
these imported commodities, as they have to pay the amount of 
the duty mixed up with its price. 

People who have developed political consciousness to a 
sufficient extent, and who realise their avic and political respon- 
sibilities, prefer direct taxes. They want to know definitely the 
burden of taxation upon themselves, so that they may know 
t" where they stand. Direct taxes are also more popular in 
'icountries which are rich. Income tax is a direct tax, and is a 
great engine of taxation in England- Indirect taxes, however. 
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are more popular in those countries where people have not 
much political consciousness, and are also not well to do In 
India, indirect taxes are favoured more than direct taxes. 

The merits and defects of direct and indirect taxation. A 
direct tax can be collected conveniently without much cost; at 
the same time, each person knows exactly how much he has to 
pay. It educates the tax payer in regard to his responsibilities 
towards the State and enables him to take an intelligent interest 
in the affairs of the Government. When a person knows that 
he is paying a debnite amount of money towards the expen'ses 
of the State, he begins to feel a sort of personal interest in the 
affairs of the Government of his country It is wrong to say 
that a direct tax is not elastic As a matter of fact it is highly 
elastic, except when there are many evasions, which begin to 
take place, no doubt, when the rate of taxation is increased 
enormously. However, with the increase in political conscious- 
ness of the people and with the growing vigilance of the taxing 
authorities, it is expected that the evasions would become less' 
numerous than they are at present . 

The weak points of a direct tax ate the sttong points of an 
indirect one Indirect taxes are not felt by the payers to the 
same extent as are direct taxes and for this reason they do not 
cause them so much annoyance When a tax is mixed up with 
the price of a commodity, it is not brought forcibly before one’s 
mind Therefore if the best tax is only that which is least felt, 
then an indirect tax is certainly the best As mentioned above, 

It xs possible to tax the poorer subjects in a country only by 
means of indirect taxes. Duties on consumption goods can 
touch each individual buyer, more or less Whether mote, 
or less, depends upon the amount of purchases by each. In 
countries where necessaries are not exempted from duties, even 
the poorest of the poor have to make some contribution towards 
the expenses of the State There is also great convenience 
the coUeclion of an indirect tax In the form of a tax on coml” 
modities, it is collected at the tunc when a person is in the best 
position to pay it, namely, at a time when he is going to spend 
money in purchasing the commodity- Again, arf indirect tax is 
in one sense a voluntary tax, although it may be regarded as a 
contradiction in terms- It is voluntary m the sense that it can 
be avoided if a person docs not buy a commodity, whice is sub- 
ject to this sort of taxation This is, however, only an academic 
point, as It IS almost impossible for a person, however poor, to 
avoid a large number of the commodities which are taxed by 
modern states. Instead of calling it a merit of the indirect tax,, 
it may be regarded as its defect; because, if it discourages the 
consumption of certain necessary articles which are taxed, it would- 
affect the efficiency of the poor consumers • ’ 
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So, a very serious defect of an indirect tax is that it does not 
leave even the poorest people free fcom the burden of taxation 
Articles of general consumption, like food grains and ordinary 
cloth, are consumed more by the poor than by the rich For this 
reason it would not be wrong to say that the burden of taxation 
in modern fiscal systems is more upon the poor than upon the 
rich However, if care is taken, and pains are not spared.it is 
possible so to arrange the dutiable articles of consumption that 
those which are consumed by the rich may be taxed at a higher 
rate, those consumed by the middle classes at a lower rate, while 
those predocQinantly consumed by the poorest classes may 
either be altogether exempted, or only nominally taxed. 
During the period of depression the yield from indirect taxes 
shtmlM to a great extent, just as it grows m years of prosperity. 
The elasticity of indirect taxes is usually not large, as the amount 
consumed has a tendency to decline considerably with a rise in 
price. Reliance therefore, should not be placed on indirect taxes 
alone. The cost of collecting customs or octroi duties is also con- 
siderable, and this is another grave defect m all indirect taxes. 

In a well regulated financial system, there should be a happy 
combination of both direct and indirect taxes, with a view, so far 
as possible, to derive advantage from the strong points of each, 
and avoid the disadvantage of both by judicious and careful handl- 
ing of the problem. 

Canons of Taxation Adam Smith, m his book ‘Wealth of 
Nations', gave four celebrated maxims bearing upon the problem 
of taxation. These maxims have now become classic No study 
of public finance is complete without a discussion and explanation 
of these maxims, now called canons of taxation. We are not 
concerned as to the extent that Adam Smith himself was respon- 
sible for laying them down- There are some who maintain that 
Adam Smith borrowed the idea from Physiocrats, or from certain 
French books written at the time, especially the memoirs by 
Moreau De Beaumont. Nor arc we concerned with the damag- 
ing criticism of certain American economists, especially Walker, 
who writes in his Political Economy as follows — “A vast deal of 
importance has been assigned by English Economists to these 
maxims. They are Quoted over and over ag .in, as if they con- 
tained truths of great moment : yet. if one examines them, he 
finds them, at the best, trivial ; while the first and most famous 
cannot be subjected to the slightest test without going all to 
pieces.” We only know that the canons laid down by the 
'Father of Political Economy* have not yet been improved upon 
• to any appreciable extent by modern writers. On account of the 
great passage of time, some modifications in emphasis have no 
doubt become necessary here and there ; but they are enunciated 
in chaiacteristic Smithian language, which is plain and therefore 
quite intelligible to common people- 
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(i) The first canon is that of Equality or Equity, which .is 
worded thus by Adam Smith- ‘The subjects of every state ought 
to contribute towards the support of the Government, as nearly 
as possible in proportion to theic respective ability ; that is. in 
proportion to the revenue which they respectively enjoy under 
the protection of the State*’. This canon has a distinct 
ethical bearing. It is, however, not very clearly worded. 
It may cither be regarded as supporting the benefit theory of 
taxation or the faculty or ability theory. In its modern interpre- 
tation, however, it is regarded as supporting the ability theory. 
By equality, it is now asserted, Adam Smith could not have 
meant equality of payment, but only equality of sacrifice. This 
equality of sacrifice is secured by introducing progression in the 
rate of taxation. 

(ii) The second canon is that of Certainty, and is worded 
thus: — “The tax which each individual is required to pay should 
be certain and not arbitrary. The time of payment, the 
manner of payment and the quantity to be paid, should all 
be cleat and plain to the contributor and every other person." 
This canon is quite clearly worded, and does not require any 
furtbet explanation Suffice it to say that, when the amount to 
be paid is definitely known both to the tax payer and the tax 
receireT, the one can meet n more easily, because to be 'forewarn* 
ed is to be forearmed’: while the other can undertake liability for 
expenditure in the sure belief that a definite amount of the tax 
would be forthcoming in due course* 

(lii) The canon of Convenience is as follows:— ‘‘Every tax 
should be levied at the time and in the manner in which it is 
most bkely to be convenient for the contributor to pay it." This 
canon looks to the interest of the tax payers, in as much as, a tax 
is after all a compulsory contnbution, and is not -very agreeable 
to a vast majority of people who have to pay it The principle 
of "stoppage at the source" is adopted 'both for the convenience.., 
of the taxing authorities as for that of the tax payers- A persoTi^ 
is in the best position to pay a tax at the time when he comes 
into possession of money or property of any kind. Income tax 
is therefore realised at the time when pay is distributed to the 
employees, either by the Government or by other institutions. 
Inheritance taxes arc realised at the time when the property of 
th,€ deceased passes in to the hands of the heirs, 

(iv) The last canon is that of Economy. It reads thus;— 
"Every tax ought to be so contrived as to take out and to keep 
out of the pockets of the people as little as possible over and above 
what it brings m pubic treasury of the State.” This is also a 
very important maxim The objectis toreduce the cost of collec- . 
tion to as great an extent as possible. The purpose of a tax is to/ 
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enable the State to defray certain expenses in connection with 
the performance of its funcions. It is for this that subj^ts are 
required to make sacrifices* If the amount paid by the tax 
payers reaches the taxing authority only after a considerable 
deduction has been made from it on account of the cost of 
coUectioni it is something undesirable. The difference between 
the amount paid by the subject and that received by the 
taxing authority is rightly regarded as a sheet waste from the 
strictly financial point of view although from the national 
and genral point of view it may be said that this amount helps 
to support a number of people who are engaged in the collection 
of the tax. 

These are the four canons of taxation laid down hy Adam 
Smith- If any tax satisfies all these requirements, it is evidently 
a good tax- Recently however, two more canons have 
been added One is the canon of Productiveness, which lays 
down that a good tax should be productive so that it may 
bring a large amount of revenue to the State. It is no use having 
a large number of taxes, each one bringing small amounts, and 
so not productive in the above sense. It js better to have only a 
few taxes, but each one of them should be fairly productive. 
Gladstone, it is said, attaclied very great importance to this 
aspect of taxation and this was one of the reasons why he 
became so successful as a finanaer* The other canon which has 
recently been added is that of Elasticity. It says that taxes 
selected by State authorities should be such that, if occasion arises 
large amounts may be realised from the same taxes by raising 
the rate. Looked at from this point of view, thamrome tax is a very 
elastic tax. During war time when the need for more money is ever 
present the Chancellor of the Exchequer can raise the rate of 
English income tax to Ifis- or even more m the £l In India also, 
when there has been a great need for money the rate of income 
tax has been raised, especially on high incomes* 

Some Revenue Terms Defined. The Base of a tax is that upon 
which a tax is levied. It is not always the source from which a 
tax is paid. For example, a tax based on property is generally paid 
out of income, which either accrues from property or from some 
other source A tax on income, however, is paid usually from 
the same income that forms its base As a general rule it may 
be pointed out that direct taxes are almost called by the name of 
the base. Income tax is based on income property tax is one 
that is based on propery ; poll tax is also based upon poll, head, 
and so on Indirect taxes, however, are not named after their, 
respective bases. The base Is some times expressed in units of 
value, sometimes expressed in other units as yards, maunds, acres 
®tc- When the base is expressed in terms of value, the tax is 

called an ad valorem Tax; when it is expressed in terms of some 
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Other unit of measurement, it is cailed eptdjie. Import duties, , 
for example, may be either ad tdlorem or specific. If they are 
based upon the value ofimportcda^icles,tbeyaread-taZor€»n; 
ifbasedbn gross or tons or certain other units, they are called 
specific. 

The Rate is the amount of tax that falls upon each unit of 
the Base- It may be proportionate or disproportionate. When 
It is propornonate, the Rate is always in the same proportion to 
the Base, whether the latter be large or small Disproportionate 
rates are those which vary with the Base- Indirect taxes are 
generally at proportionate Rates. Octroi duty, if fixed at the 
rate of say, 2 pice pel rupee, is equally applicable on goods worth 
ten,.rupees or worth Rs 1,000. 

Dispiopoitionate Rates may be Progressive, Degressive, or 
Regressive Progressive rates ate those which go on increasing as 
the amount of the Base increases They may be regular or irre- 
gular* according as they increase by some fixed mathematical 
ratio, or in a more or less atbittaty manner. There ace very few 
really Progressive tax rates in actual practice. If the rates were 
strictly Progressive, a stage would certainly be reached when any 
further increment in the Base of the tax would be entirely confis- 
cated by the taxing authority This would defeat its own end, 
as the motive under such circumstances would not be financial* 
but either political or social. • For this reason Progressive rates 
do not increase according to any fixed ratio, but ate more or less 
arbitrary- 

The most common and the most Important kind of Progressive 
rate is that called Degressive. In this case the rate increases, 
but by an ever decreasing increment. Progressive rates are 
often graduated, that is to say, the rate increases by grades or 
stages, according as the Base remains within or goes beyond a 
certain fixed amount. Income tax is an illustration of a Progres- 
sive rate of the Degressive variety. When the amount of income 
has reached a certain limit the rate of tax does not increase after 
that, but remains fixed for ail future incomes, even though they 
may increase to very high figure. 

Incidence of Taxation. The Problem of the incidence of taxa- 
tion IS highly interesting, but at the same very cpmplex- The 
real interest in a tax, centres round the question as to who ulti- 
mately bears its burden The aim of the financial authorities is 
not merely to collect taxes, but also to see that those from whom 
diey are collected are not unduly burdened, and certain 
others do not escape scot free from this burden It is for this 
reason that the main interest in taxation lies in the study of its 
incidence. 
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As mentioned above, some taxes are direct, •while others are 
indirect As regards direct taxes, the intention of the taxing 
authority js that the tax payers should also bear the burden of 
the taxes. In the vast majority of cases it is difficult for a direct 
tax to be shifted to some one else, except in certain special cir- 
cumstances which will be noted later on. Indirect taxes, however, 
are clearly intended to be shifted by those from whom they are 
originally collected, to others. Customs and excise duties are 
prominent instances of indirect taxes. They are. in the oidinary 
course, shifted to the consumers of these commodities, although 
in the beginning the tax is paid by those who import or pro- 
duce them. 

Income Tax. A closer study of a few important taxes will 
make certain points connected with the incidence of taxation 
clearer to the reader- Let us take for examination the tax on 
income. It is imposed upon the income of a certain person from 
various sources. In India agricultural incomes have been exemp- 
ted from income tax, because the landlords have to pay land 
■Revenue to the Government; and double taxation has to be 
avoided It is almost impossible for any person to shift 
this tax upon any other person. No one will, under ordinary 
circumstances bear the burden of another man's tax> if he 
can possibly avoid it- Therefore, even if a person who 
has to pay income tax may like to transfer this b’uiden to 
other people's shoulders, they would not be simple or foolish 
enough to undertake another man's burden on their own 
shoulders without any rhyme or reason, However, there may be 
circumstances under which a person may find himself entirely 
under the influence or control of another. Under such conditions 
he may have to undertake any burden transferied by the stronger 
man to his shoulders. 

Suppose, there is a village money lender who carries on the 
_^smess of money lending in a village His clients are all 
simple folk ; and there being no other money lender, or any sort 
of banking agency, all have their accounts only with him. In a 
particular year, suppose the money lender is required to pay 
Its. 'lUb/- as income tax which hc hah never pai'd'be'fore, as he 
was never assessed by any other Income tax ofecers or by any 
authority of the District Board- Having had to pay the sum of 
Rs. 100/- as income tax. the money lender tries to find out ways 
and means to shift this burden to the shoulders of some other 
people. Not finding any other way possible, he raises the rate 
of interest that he used to charge from his clients by, say, 4 as % 
per month- If formerly he charged Rs 2 per cent per month 
nfrom his village clients, he now begins to charge Rs 2-4 per cent 
^r month The clients, not finding any other money lender 
from whom to borrow money at the old rate of 2 p c per month, 
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and the demand being such that any postponement is out of the 
question, agree to pay the enhanced rate of interest- In this 
way the money lender assessed to income tax may recompense 
himself by shifting the burden to other men’s shoulders. 

Although the incidence of the income ta is will be upon the 
bottowcts of money in the vdlage« and not upon the village money 
lender, it does not follow that he succeeds in shifting the tax upon 
the villagers. This cannot be called shifting m the strict sense 
of the term. The village people pay the enhanced interest only 
because the village money lender is in the position of a monopolist. 
If it were not so, that is to say, if there were more money lenders 
jn the village! or some other banking agencies, like Agricultural 
Banks or Co-operative Credit Societies, the village people would 
nor agree to the enhancement of the rate of interest If instead 
of charging a higher rate of interest from his customers with a 
view to make up his loss, he were to reduce his expenditure by 
Rs. lOOi by depriving his family members of some of their wants., 
would It be light to say that the incidence of the tax fell upon 
the family members Perhaps not So we ate safe to con- 
clude that income tax cannot be shifted to other people in the 
ordinary course, 

Inheritance tax What holds good in the case of income tax, 
also holds good of inheritance taxes or death duties- When a 
young person inherits the property of his father, and has to pay 
a large amount of inheritance tax. he would like to recompense 
himself for this loss by enhancing the rents upon his tenants He 
would not be able to do so unless the tenants were as helpless as 
were the clients of the village mpney lender. In each case, the 
shifting of the burden might become possible on account of the 
monopolistic powers of the money lender in the one case, and 
of the Land lord m the other. An income tax. therefore, is a 
direct tax. pure and simple, and it is not possible to shift the 
burden on some other peoples' shoulders The incidence remaiHip 
upon those who pay the tax m the beginning. 

Customs duties The ca^e of customs duties is also very interes- 
ting. but not very easy to understand, unless close attention and 
concentrated thought are given to it As a general rule customs 
duties are classed under indirect taxes- The import duty is paid 
by the importing merchant, but he collects it ultimately from 
customers in the form of enhanced prices. It begins to be 
regarded as an item in the cost of acquisition of the article in 
question by the importing merchant. The customer takes it for 
granted that the import duty would certainly be included in the 
price of the commodity does not raise any objection and 

pays the enhanced price without taking any serious notice of th#' 
fact, .gopietjmes. it may happen that, with the rise in the pnte 
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of a commodity, customers do not like to buy the same amount as 
before but discontinue or at lease reduce tbeir purchases of the 
commodity. Consequently, to the extent that the consumption 
of the commodity is given up. and a certain amoun^of goods 
remain unsold, the import duty wdl have to be borne by the 
importing merchant. If the demand for a commodity is elastic, 
there will be a considerable fall in its demand in consequence of 
a slight rise in its price. If the importing merchant docs not 
want a fall in the demand, and thinks that with the old sales 
remaining unaffected he will be able to earn his normal profits, 
he may consider it advantageous not to try to shift the entire 
burden of the import duty upon the customers, but to bear some 
part of it himself, and only transfer the remaining part upon them. 
If this commodity has a substitute and the price of the taxed 
commodity becomes higher than the price of this substitute, no 
one would like to purchase it, but would purchase its substitute 
instead Under such conditions, either the importing merchant 
will have to give up the business altogether, or he will have to 
bear some portion of the duty himself, and shift only a small part 
1 of the burden to other people's shoulders, so that the prices of the 
article tsay not come up to. and certainly not exceed, the price of 
the substitute 

We see therefore, that even impott duties may fall, under 
certain ciccumscances, upon the same person from whom they ate 
collected, and the importing merchant may not find himself in a 
position to transfer his burden to other people’s shoulders. 

The same principle holds good in the case of export duties as 
in that of import duties If the commodities that a country exports 
to foreign countries ace produced only in that country ; that is to 
say. if one country has got a monopoly in the production of a 
certain commodity which it exports to other countries, and a certain 
export duty is imposed upon this article, the price of the exported 
article will be raised by the amount of the export duty Therefore 
-^although it would be paid by the exporter m the beginning, it would 
be shifted to the consumers of the commodity. The incidence 
of this duty, therefore, will be upon the consumers of this article. 
If, however, this country is not the only country where this com- 
modity IS produced, but there are certain other countries also 
from where it can be obtained, then it will not be possible for the 
exporters of the commodity to shift the export duty to the consu- 
mers Rather than pay the enhanced price, the consumers will 
begin to import it from those countries where the export duty is 
not imposed. So it may be said of the import and export duties 
that although as a general rule, they are shifted to consumers. 
,--*here may be circumstances when it is not possible to shift them to 
F®' Consequently, they will have to be borne by the importers 
in the one case, and the exporters in the other if it is intended to 
continue the import or export of this commodity. 
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House Tax. Let us examine the case of a house tax- The house 
tax .IS collected from house owners. If a person resides in the house, 
which he also owns, he cannot shift the tax upon any one else, 
and so he will have to bear it. If, however, he lets it out on rent 
to some one else, he will try to shift his burden to the shoulders of 
the tenant. In certain circumstances, it is possible for the owner 
of the house to shift this burden to the tenant, but under others 
it may not be possible. If the demand for houses in the neighbour- 
hood IS great, it will not be difficult for him to shift the house tax 
upon the tenant but if it is situated in a locality which is not very 
much patronised by people, and where a number of houses is al- 
ready lying unoccupied, it will be very difficult, almost impossible, 
for him to shift it upon the tenants. When jt is difficult to find 
tenants willing to pay even normal rents, it will become doubly, 
difficult to realise from them enhanced rent which ^Iso includes 
the house tax. Under such circumstances, what happens is that 
the house owners who ordinarily would have charged a higher 
rent, charge only the usual rent so that the house may not remain 
unoccupied. They pay the house tax from their own pockets, aA^ 
Its inadence. therefore, is not upon the tenants but upon the ow-^ 
nets themselves. 

We conclude this part of the discussion by saying that no defi- 
nite rule can be laid down as regards the incidence of taxation. It 
may be upon one class or the other- It may, however. be mention- 
ed that a tax on commodities, other things being equal, is shifted 
from producers to consumers; while a tax on persons cannot ordi- 
narily be so shifted. 

Taxes on Monopolies. The incidence of a tax on monopolies 
presents certain very interesting features. Production under mono- 
polistic conditions differs from that under competiiive conditions- 
in so far that m the former case the monopolist has a control over 
the supply of the commodity, and so can indirectly affect its de- 
mand and price; while in the latter case the commodity is piodu-ccd. 
under competitive conditions and no single producer has any cbh*' 
trol over its supply When a tax is imposed upon a monopolised 
commodity, it may be imposed in several ways 

A very simple case is when a tax is imposed upon a monopo- 
list in a lump sum A monopolist earns per annum a certain 
amount of monopoly profits The Government impose a tax of 
Rs. 10 000 per annum in a lump sum on monopoly profits If the 
income of the monopolist is Rs 100,000 the tax will be upon , this 
monopoly revenue, which will thus be reduced to Rs. 9U.OOO. It 
will not be possible for the monopolist to shift this tax upon 
consumers for the obvious reason that he has already adoptc^ 
means whereby the monopoly gams may be the maximum. I0e 
has already adjusted the amount produced with reference to the 
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maximuni price that he could realise from the customers- The 
imposition of a tax does not change any of these conditions; 
and therefore, he cannot make any change any where. So, he 
will have to pay Rs. 10 000 ftomhis laanopoly revenue, which will 
be reduced to that extent and the incidence of the tax will be 
entirely upon him- 

The result will not be different if instead of a lump sum the 
amount of tax is fixed as a certain percentage of the monopolist's 
net revenue. This also wiU not introduce any change any where 
in his calculations except that a certain percentage of his net 
revenue will have to be paid by him to the Government, without 
any possiWity of shifting it to his customers in the form of 
enhanced price 

There is, however, a third case in which it is possible for a 
monopolist to shift a part of his burden upon consumers of the 
monopolised commodity- If the tax is m proportion to his 
production, whether increasing with the amount produced or 
decreasing as the amount produced increases, it is obvious that 
new factors will be introduced m the calculation of the 
monopolist. If the tax is increased w’lth the increase in the 
amount produced, he will certainly like to curtail the supply of 
his commodity. He wiU compare the loss of monopoly revenue 
caused by the curtailment in the amount produced with the gain 
m the form of a reduction in the tax due to his reduced 
production On the other band, if the tax decreases with the 
increase in bis production, be will produce a latge quantity of the 
commodity, thereby crying to save himself from the tax. He will, 
no doubt, compare the amount of the saving from the tax with 
the loss in bis monopoly revenue. If the rate of the tax is very 
high, he will attach greater importance to the saving from the 
tax. On the other hand, if the rate is not heavy, but compara- 
tively light he will continue to attach greater importance to his 
f’ monopoly gams and will regard the tax as an additional item of 
expenditure 

There is another important point which should not be lost 
sight of while deahng with the problem of a tax on monopohes- 
It is not always that a monopolist adjusts his supply exactly in 
accordance with the needs of his maximum monopoly revenue. 
He does not generally carry things to such an extent, but stops 
sometimes sufficiendy far short of that stage, either on account of 
the fear of public opinion, or for feat of Government action- If 
that is so, imposition of a tax will act as an inducement to revise 
his whole calculation, and to readjust his supply in such a way 
^ that the amount of the tax may also be shifted to the consumers 
of the article in the form of enhanced price. In such cases, a tax 
on monopolies can be shifted to consumers. Heavy taxation has 
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induced certain producers, who were producing formerly ott 
competitive conditions, to combine together and form themselves 
into a trust- to coerce the consumers to pay higher prices in 
order to shift the burden of the cnhanced^rates of tax upon the 
general consumers of those articles. This has-been done in 
Great Britain in recent years, where producers, smarting under 
heavy and new raxes, have combined among themselves in order 
to extract from the consumers high prices for their products. . 


CHAPTER XXIX 
INDIAN FINANCE 

Peculiarities. The problems of public finance in India are as 
difficult and complex as those in any other country of the world, 
hut apart from this general obsenation it must be said that Indian 
finance has certain peculiarities of its own which ace usually not 
met with m other countries The extent and magnitude of the 
country 13 so vast that it has been aptly called a sub-continent 
than a country. Besides, it has certain other technical peculiarities! 
which require a brief discussion and explanation before ordinary 
problems are discussed and explained. 

(1) Home-charges or Engltsh-diarges. One has to cemembec 
that India is a dependency of England, and is largely an un- 
exploited and at the same time a poor country- She needed and 
still needs a large amount of capital for the full exploitation of 
her resources and for the construction of railways, canals, and 
other important public works. To meet some of these require- 
ments she borrowed large amounts of capital from England, in the 
first place because she was intimately connected with this country, 
and in the second place, because England was an important credit _ 
supplying country to the world. Vast amounts of money were,' ' 
consequently, borrowed by the Indian Government through the 
English Government In return large amounts of money have 
had to be sent every year from India to England in payment of 
' interest on capital borrowed -for the construction of railways and 
other productive or unproductive purposes. 

Large quantities of stores were also purchased by the Govern- 
ment of India from England for Railway and other departments. 
The payment made for railway stores is chargeable to railway 
revenues, but in any case, the money had to be sent from this 
country to England. 

Then a large number of English men, civil and military serve 
in different capacities in the country, and after remaining here 
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for some time, retire after earning a pension- These people settle 
in ' England after retiring from ln(ka and their pensions have to 
be sent from here to England* 

Also, a large number of British soldiers receive training in this 
country and serve here for a number of years. For the services of 
such regimental troops, and also for the services of the British 
navy in Indian waters, payment has to be made by India. The High 
Commissioner for India, who remains in England, has also to be 
■ paid from the Indian Exchequer and the money has to be sent 
to England. • ' 

The aggregate amount of money that had to be sent from 
India to England, in different connections mentioned above, used 
to be quite considerable Before the commencement of the 
war it was about 30 million pounds per annum, which came to 
about Rs. 40 crores. The distribution of the English charges 
under various heads mentioned above used to be something 
Hke this— 


•Interest on foreign capital including 
annuities 10,000.000 

Atmy and Marine effective charges . 8.000,000 

Stores of all kinds 6 000,000 

Pensions and gratuities 3,000,000 

Miscellaneous 3,000,000 


^B.000.000 

These charges continued to invite vigorous comments from 
different quarters, and were like eyesores to Indians of national 
bent of mind. The knowledge of the fact that Rs. 40 crores 
had to be sent from India to England every year, while 
the country was actually starving and patiently waiting for the 
development of her resources pained them and told acutely on 
their nerves They started their criticism from the phrase itself 
“Home charges". They said that it might behove an Englishman 
to call charges or payments made by India to England as 'Home 
Charges because England is his home, hut it did not sound well 
for an Indian to call such charges 'Home Charges’. For this reason 
the term English charges had begun to be used in many non- 
official writings for sometime 

The question of nomenclature was, however, a trivial affair- 
The charges whether called Home charges or English charges, 
had after all, to be paid every year. The more pertinent 
question was, whether they were a drain upon the country. 


Tht figuTts are only apjfroximote. 
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The answer was obvious. To the extent that 'India got 
some thing in return for what was sent to England, the charges 
could not be called a drain upon the country- That amount 
of money which was borrowed for purposes of tailw’ay 
construction, should have been regarded as a productive 
investment. It should not be forgotten that if this 'money 
had not been borrowed in England, it would not have 
been possible for railways to be constructed in India for a 
considerable time* To the extent that extravagance in ex- 
penditure was permitted by authorities at the time of railway 
construction, it may be said that the capital borrowed was mis- 
spent and the interest that continued to be paid for so long on that 
part of capital was a drain. It is, however, no good entering into 
the history of this extravagance incurred in the construction of 
railways. A considerable amount of money was also sent by way 
of annuities against the purchase of railways by the Government 
of India This was not a drain but only the payment of the price 
for a certain thing which was previously not outs but winch was 
gradually becoming our own. As to the pensions sent to Indian' 
civil and military officers it may be said that it was not a dram; 
although It would have been much better if these gentlemen bad 
settled in the country where they spent a considerable portion of 
their lives and from where they earned their pension Any way, 
this portion also of the English charges could not be called a 
dram. Then, about the expenses incurred by the Government 
of^ India over the British army and the British navy it may be 
said that on account of her connection with England India has 
not had to spend much over the navy and air force ; consequently 
if a certain amount had to be paid every year on this account it 
should not have been grudged. In return for it she continued to 
get the protection of the powerful British navy A reduction m 
the British units of the aimy would certainly reduce to some 
extent this expenditure, but the savings thus affected would not 
have been very material. 

Lastly the amount that had to be paid for Store purchas^)' 
w’hich included a large amount of railway material, was also in 
jthe nature of the price paid for certain commodities. In this 
conneaion it was insisted that railway material should not always . 
'nave'T)een‘purinas‘eb’'jnTsnSimili.’DUc 'inodih hravB'rreen prorurA 
by means of competitive tenders from the cheapest and best 
markets of the world. There was much force in this argument, 
and the Government of India bad begun to consider the question 
seriously with a view to meet lie criticism- It had begun to be 
‘expected that after some time the policy of the Government 
would change and that, as far as possible store purchases would 
be made inside the country. The present war has, however, 
brought about fundamental changes in the old state of things. 
These have been fully discussed jn an appendix ' 
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'(2) Capital expenditure. Although large amounts of money 
l^ave been spent by the Government of India m the past for the 
purpose of constructing railways and other productive works jn 
the country, this process is not yet complete. The Government 
stand in need of large sums of money to be spent over such 
productive purposes Consequently, loans will have to be raised, 
now and then either in the country itself, or even sometimes 
outside It This is due to the fact that India is still in an 
undeveloped state, and there' are many undertakings which 
are waiting to be developed on account of a scarcity of 
capital inside the country- As far as one can see. there 
does not appear to be any prospect of giving up the policy 
of capital expenditure adopted by the Government m the 
past; not is there any necessity to give it up. Care, however 
should be taken that, as far as practicable, money should be 
borrowed inside the country- With the establishment of 
National Government in India it is expected that there will be 
a great out-burst of constructive activity all over the country, 
and there will be. undoubtedly, a very great need for capital ex- 
penditure- Provincial loans will also have to be floated m larger 
numbers and for heavier amounts. The *15 year Bombay plan 
which has been given and discussed in a separate appendix gives 
an idea of the country's tequirements.m this respect 

(3) Exefaaoge operatioas- There is another very important 
characteristic of Indian finance. England being on a sterling 
basis, while India on a rupee basis, it is necessary to fife up 
rate of e.tchange between the two countries, and after fixing it 
once, It 18 equally necessary to maintain it at that rate. For this 
purpose the Government of India and the Government .of 
England act together, and a system has been evolved which was 
first known as the gold exchange standard, then the gold bullion 
standard. But now it may he called only the Rupee-sterling 
standard| As the Government of India had to remit large sums 
X of money, English charges, to England every year, the system 
first adopted was that the Secretary of State m England sold 
council bills at a fixed ratio and met his requirements by the 
sale of these bills to those banks in England that wanted to 
accommodate their English customers who had to remit funds to 
India. This system has already been explained under Indian) 
exchange and currency If there arose any need for Indian ' 
debtors to send money abroad, or, which is nearer the point, for 
making payments abroad, the Government of India was 
approached for the sale xA reverse counals. These reverse , 
councils, too, were sold at a fixed rate. Between these fired 
rates the exchange fluctuated, and transfer of money from one 
place to another continued to be affected. This system remained 
in force till 1926 After the recommendation of the Hilton Young 
Commission, the Government of Indml adopted a different 
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method of making payments to England* The system of fhe 
s^le oi council bills in England was discontinued, and that of the 
purchase of sterling bills in India upon England was adopted* 
This became an accepted feature of the exchange operations 
between the two countries and became known as the sterling 
purchase system- Competitive tenders were invited which were 
received usually on Wednesday simultaneously in Calcutta 
Madras Bombay and Karachi- jftjiad certain advantages over 
the old system- It enabled Government to take advantage of a 
firm or rising ezchanget and also enbbled it to keep the rafe of 
exchange from going above the fixed parity. When the rates 
were firm, and so advantageous to the Government of India, 
heavier purchases could be made. On the other hand, when the 
jatc of exchange showed a weakening tendency, the purchase of 
sterling could be discontinued. In this way by regulating their 
purchases, the Government of India ‘could also regulate the'rate of 
exchange as between India and EniJand. and violent fluctuations 
were thus avoided. This system also suited those exchange 
banks or other banks, that were engaged in financing foreign 
exchange transactions, in as much as they could get money imme- 
diately m India, and had not to wait for the re-discouncing of 
theit.biUs in London, as was nece$s3i7 before tbis system came 
into operadOD. 

Even this system was. however, not altogether free from 
defects In the first place, as in the case of the sale of Council 
billslic checked the inflow of gold : but the main defect was that 
it placed other countries which traded with India at a disadvan- 
tage and checked the foreign demand for rupees to manifesc it- 
self effeccuely in India The war has brought in its wake new 
and quite unexpected problems- Now it is no longer the question 
of sending money from India to England that exercises the brains 
of Indian or English financiers. The case is just the reverse. This 
aspect has been fully discussed m a separatetaPpendix under 
Sterling Balances’. 'll 

4. Agricultural seasons. The last peculiarity of Indian finance is 
that the country being mainly agricultural, her prosperity depends 
to a great extent upon a favourable monsoon resulting in good 
[harvests- If rains fail^ agricultural produce suffers in consequence, 
and the whole system receives a rude shock from top to bottom. 
With the failure of rains, the crops become very deficient, agri- 
cultural pnees rise, and India does not remain a good market for 
other countries of the woild- Fat this reason the export of agti- 
culcural articles receives a great check. With the falling of 
exports, imports also tend to decline, beca.use, as is well known, 
exports pay for imports. With a decline in both, the export 
and import trade of the country suffers a great deal- The earnings 
from customs duties 'decline Considerably; railway earnings also 
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fall, because the income of railways b derived more from goods 
traffic than from passenger traffic. The purchasing power of the 
people diminishes very largely. and trade and commerce inside the 
country also suffers in consequence. All! those classes of people 
who depend directlyor indirectly, upon Agriculture, suffer ‘more or 
less on account of this depression The whole country thus comes 
within the grip of depression, the income of the Central Exchequer 
. falls, andthe whole out look becomes uncertain and gloomy. The 
budget estimates of Indian finance members are often called 
‘gambles in rains.’ Under such conditions it is not easy even for 
the cleverest finance minister to predict with any amount of 
certainty the course of events In addition to other difficulties, to 
which finance ministers m every part of the world are subject, the 
Indian finance ministers have to grapple with the four additional 
difficulties or peculiarities which ate the characteristic features of 
Indian finance. * ** 

A short history of Indian finance. Like the political history of 
India after the break up of the Mughal empire, and the period 
before the establishment'of the Bntish power m India on a 
permanent footingi the history of finance also has been of a 
highly chequered character. Even after the establishment of the 
British power a large number of experiments were madei from 
time to time, in order to place the finances of the country on a 
sound and sure footing Great difficulty was experienced on 
account of the vase geographical extent oi the country and great 
differences in local conditions from one province to another* 

As long as Central Government m India was not established on 
a strong and permanent footing, the different presidencies, that 
came one after another under the pohtical domination of the* East 
India company, were independent in matters of finance. They 
were free to impose taxes and to spend money according to their 
own needs', without any reference to any other authority. Before 
0834, therefore, the three Presidencies were free m matters of 
finance; but in that year these powers were withdrawn from* 
them^and public finance became centralised in the Government 
of India, which made grants to different provinces from time to 
■wnVitbefittarAei cstnnates tA^ear expenditure 
in different branches of administration* The effect of this 
centralisation was not very good. The different Provincial 
GovernmentS'lost all sense of responsibility, as was quite natural 
under the circumstances, and the interest of each was reduced 
only to get as much as possible from|tbe central government', and 
then to spend it without any great regard for economy. The 
whole thing had a democalisii^ effect in provincial administration 
.|ind personal influences began to be brought freely into operation 
in getting larger sums of money from year to year from the 
central Government. The mote influentiaroc the mote clever 
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Governors usually succeeded in getting more money for the area 
under their jurisdiction, while those who were not so influential 
or clever bad to remain satisfied with smaller amounts of money. 
This state of things tontinued till 1871, %%hen, under the 
viceroyalty or Lord 'Wayo, the first attempt was made 
at decentralisation. 

This decentralisation was carried out by the transfer to local 
Governments of certain heads of expenditure, like education, 
registration, jail, police, roads, public improvement etc. To' meet 
the expenses under these heads, the receipts under the correspond- 
ing heads were first of all assigned by rhe central Government to 
the provincial Governments^JIn addition to this, a fixed grant was 
also made to cover the deficit, if any. Over and above all, the 
provincial Governments ^wete authorised to utilise all extra 
revenues raised by theta This was decidedly an improvement 
over the conditions as they prevailed before 1871; but as the 
beads that were transferred were not at all elastic, \ certain 
other heads were transferred dunng the 5 year periou 'from'. 
1877 to 1882. The new heads thus transferred included excise,' 
land revenues, stamps, law and justice and general administration. 
It was laid down that the question would be raised after every 
five years. The local Governments were encouraged to increase 
their revenues and reduce expenditure in order to improve their 
general financial position. 

In 1897, which was the year when the last qumguenial revision 
took place the position of the provinces was some thing like thisi* 
They retained the total receipts from provmaal rates, courts ot 
law, jails, police, education, medical services, pension contribu- 
tions and minor irrigation works, certain state railways and 
major irrigation work, buildings and roads, and stationery. They 
also got 50% of the stamp revenue, 50% of the assessed 
taxes from forests, 25% of exase and 35% of the land, 
revenue. 

To do away with the quinguenial settlements it was decided 
in 1904 to assign to the provincial governments, then kno'wn as 
local governments, more permanent shares in the divisible reve- 
nues in fneir terncories. isccortimiiy, unher fne quasi-perma- 
nent settlement of 1904, the Government of India kept to them- 
selves the whole of the revenue from opium, salt, customs, mint, 
railways, posts, and telegraphs and tributes from Native States; 
while registration fees and' departmental receipts from police, 
education, law and justice were transferred exclusively to pro- 
vincial governments- Land revenues, excise, stamps, income-tax 
and forests were divided between central and provincial govern- 
ments in fixed proportions, generally half and half. Minos' 
irrigation receipts became whoUy provincial, as also income from 
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civil buildings- The divided heads contiibuted the bulk of the 
provincial revenues. 

The semi permanent settlement of 1904 was subjected to a 
number of criticisms. It was pointed out that the system of di- 
vided heads did not conduce to the full development of provinces. 
Interests in such sources of income being divided, there could 
not be any whole hearted attemot to develop the heads- The 
system was also cncicised as being inelastic. With no power of 
tasation to the provinces, and with the revenues more or less 
fixed. It was not possible foe their growing needs to be adequate- 
ly satisfied Then, again the grants made by the Central 
Government were regarded more of an arbitrary character than 
based on any scientific grounds For this reason there resulted a 
great deal of inequality m grants between different provinces- 
This created unnecessary provincial jealousies and did not help in 
the development of provincial amity In the end it was suggested 
that provinces should be granted the right to borrow money and 
also to raise fresh taxation- The Dccentrahsation Commission 
that was appointed to go into this question did not make any 
recommendations for a change, and accordingly the Quasi 
Permanent Settlement of 1904 was made permanent m 1912- 

Montford Reforms. This state of things lasted till 1919 
when the Mont Ford Reforms were introduced. In virtue of 
these reforms the system of divided heads was given up. The 
most important divided heads, namely, land revenue, judicial 
stamps, excise and irrigation works, were wholly provincialised ; 
while general stamps and income-tax were made central sources 
, of revenue Famine expenditure was also to be charged to the 
respective provinces But as this arrangement was expected to 
result in a deficit of about fourteen crores of rupees to the 
central government, the report suggested that It should be made 
good by fixed contributions from the provinces. Under the 
Reforms of 191^ the provinces acquired the right of taxation as 
also the power of borrowing. 

The Meston Committee Tbe Secretary of State for India 
-uppunrodi n, 'WmmifCcvt ‘uidnn *ifw*r thrjnmnnrJiirp tA ^it V^mes 
Meston. to advise the Government regarding the allocation of 
provincial contributions etc This committee, as was expected 
from the very beginning of its appointment accepted the unsound 
principle of provincial contnbutions. General stamps, 'however, 
which were recommended to be placed under central revenues 
were provincialised This committee recommended the following 
contributions for different provinces, 

'■Madras 348 lakhs Assam 15 lakhs 

Punjab 175 lakhs U. P. 240 lakh? 
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o£ the income tax revenue' to Central Government W i 1 
provinces like Punjab and U. P , earned to Agicultural 

by the transfer of Land revenue coSell^ a considerable extent 
but industrial .provinces, like Bombry Ld BengTwhich 
buted a large amount of the income-tax '"'”“.™cttl- 

against the transfer of income-tax revmne wh u grmvance 
Government. Some relief was, therefore gmS t'o th" 
provinces in the budget of 1925-2/; granted to the various 

was utilised to grant DLmanenT r.^^tlo 250 lakhs 

four Provinces, as given below - contributions to 

Madras Rs. 226 lakhs 

Pxnwb Rs. 61 

n Rs- 56 lakhs 

Rs. 7 lakhs 
Total Rs. Rs, 250 Ukhs 

whS wate‘d a comptete rSS' "J' Provinces, 

butions The relief was gSU ?? “Pepdar contri- 

when provincial contribuSs were foal?v-h fer 1928-29, 

mentioned in passing that thlTxaMo abolished. It may be 
at Is 6d. to the mpel contributed lax ~1 “change 

of the contributions, as a higher rate^o/ abolition 

Government of India to savl a derent enabled the 

actions. The Provinces were howpvpr exchange trans- 

industnal Provinces especiallv rn^i • unsatisfied. TW, 

iusdy deprived of a shLe in the incl^r''* that they were nS? 
buted so largely. Other provinces coTokin 'd ''icy “ntri- 
o£ income were not elastic enough Sd L tha'^n their sources 
ment had to be held m check on aciunt of’lh ‘'cvelop- 

Theu came the Simon ConJusS It ™ 
system as it prevailed at the time fix' criticised the financial 
although- the theoretical ideal behind the mQ'®“ "?® '‘’cj 

Federal Finance, the provincial of 

inadequate sources of revenu^ anH only with 

expenditure of the cLtral Gover^S"" '"c 

Further Inquiries into the Question- Sir Walter r mx... .j ^ 
cussed the question of Indian Finance thotonS and Sth”gter 
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ability, in the report of the Simon Commission. He suggested 
that (i) Some taxes should-be collected at the centre and distri* 
buted among the Provinces according to the share of each in the 
total contributions of the tax. This suggestion was mainly with 
lefcicnce to income-tax. (li) Some taxes should be collected 
at the centre and distributed to the provinces in proportion to 
the population of each. This was mainly with reference to such 
taxes as the salt tar, general excise etc- (Hi) He also recommend- 
ed a tax on agricultural incomes, terminal taxes and provincial 
surcharge on income-tax. The scheme, however, was not adopt- 
ed, as it involved a loss of Rs. 12 crores to the Central 
exchequer and a fresh taxation of Rs. 24 crores to meet the 
provincial needs. 

The Round Table Conference. At the Round Table Conference 
the question of Indian Finance was discussed threadbare The 
Peel Committee was appointed to go into the question and it 
made certain recommendations. These recommendations were 
referred to the Federal Finance Committee presided over by 
Lord Percy after whom this committee is known. It lecommendeo 
the division of income-tax between the federal and Provincial 
Governments on a certain basis They also suggested the 
imposition of new taxes both for the Federal and Provincial 
Governments. 

The White Paper published in 1933 contained the scheme of 
Federal Finance which was to come into force under the new 
constitution. This scheme was supported by the Joint Committee 
on Indian Constitutional Reforms nbich incorporated most of the 
proposals of the White Paper. The Provinces were authorised 
to impose taxes on agricultural incomes. These recommendations 
were incorporated in the Government of India Act, 1935. The 
list of Federal Taxes and Provincial taxes is given below. 

Federal Taxes according to the GovernineDt of India Act, 1935. 

Duties on customs, including export duties; duties on excise 
and on tobacco and other goods manufactured or produced m 
India except (i) alcoholic liquors for human consumption; (ii) 
opium, Indian hemp «3nd other narcotic drugs and narcotics ; 
non-narcotic drugs ; (iii) medicinal and toUet preparations, 
containing alcohol or any substance included m (li) ; corporation 
tax : salt tax ; taxes on incomes other than agricultural incomes ; 
taxes on the capital value of the assets exclusive of, agricultural 
land, of individuals and companies ; taxes on the capital of the 
companies . duties in respect of succession to property other than 
agricultural land ; the rates of stamp duty in respect of bills of 
exchange, cheques, promissory notes, bills of lading letters of 
credit, policies of insurance companies, proxies and receipts, 
terminal taxes on goods and passengers carried by railway or air 
and taxes on railway fates and freights. 
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Proviacial taxes accarditig to the Government of India Act, 
1935 Land revenue, including the assessment and collection of 
revenue; duties or excise on the following goods manufactured 
or produced in the Proinnce and countervailing duties at the 
same or lower rates on similar goods manufactured or produced 
elsewhere in India; (i> alcoholic Hquots for human consumption; 
(iiJ opium Indian hemp and other narcotic drugs and narcotics ; 
non-naicotic drugs ; («i) medianal and other toilet preparations 
containing alcohol or any substance included in (ii) ; taxes on 
agricultural incomes ; taxes on lands and buildings, hearths and 
windows : duties in respect of succession to agricultural land ; 
taxes on mineral rights, subject to any limitations imposed fay 
any act of the Federal Legislature relating to mineral development, 
capitation taxes on professions, trades, callings and employments' 
taxes on animals and boats, taxes on the sale of goods and 
advectisements . cesses on the entertainments, amusements, 
betting and gambling, the rates of stamp duly, in respect of 
documents ocher than those specified in the provisions of the 
Federal Legislative List with regard to rates of stamp duty . dues 
on passengers and goods carried on inland waterways, tolls, fees 
in respect of any of the matters in this list, bur not including fees 
taken in any court. 

Sir OUo Niemeyer Report The .Government of India Act 
1935 only settled broad features of the future financial system of 
India Sir Otto Niemeyer was accordingly appointed to make 
recommendations regarding the financial settlement between the 
centre and the provinces The following is a summary of impor- 
tant recommendations made by him 

(0 Some Provinces would not be able to catty on without 
financial assistance from the Central Government after the 
introduction of the reforms This amount of annual assistance 
required by different Provinces would be as follows — • 


N. W. F. P. 

110 lakhs 

Sindh 

105 

Bengal 

75 .. 

Orissa 

50 .. 

Assam 

45 „ 

Behar 

25 

U.P, 

25 .. 

C. P. 

15 „ 


<ii) The financial assistance to different provinces mentioned 
above, was not to be given all in the form of cash The following 
two measures were recommended to be adopted by the central 
authority in order to give relief jn some cases, 
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(a) The increase in the provincial share of the export duty 
on 3 ute by 122 per cent This is calculated to give Bengal an 
, additional revenue of Rs. 42 lakhs. 

(b) In the case of Bengal. Bchar, Assam, N. W. F- P , Orissa, 
and C. P., a part of the debts contracted from the Central 
Government before the 1st April 1936 were to be wiped off. 
This would mean a saving of interest in these Provinces and 
would give Bengal an assistance of Rs 33 lakhs annually. The 
award would work out as follows * — 



Amount of 

Saving on Furtherre- 

Cash 

Province. 

annual 

debt can- 

venue from 

grant 


Assistance, 

ccllation. jutc-export from the 




duty. 

Centre. 


(IN LAKHS Of RUPEES) 



Bengal 

75 

33 

42 

Nil 

Bihar 

24 5 

22 

25 

Nil 

Central Provinces 

15 

15 

Nil 

Nil 

Assam 

48 

155 

25 

30 

N. W. F P 

110 

12 

Nil 

100 

Orissa 

50 

95 

0-5 

40 

Sind 

105 

Nil 

Nil 

105 

United Provinces 

25 

Nil 

Nil 

25 

Punjab. Madias, 





Bombay 

m 

Nil 

Nil 

Nil 


(ill) The share of the income tax receipts to be distributed 
among the provinces was to be 50 percent of the net amount 
available for such distribution The percentage share of the 
50 per cent portion ot the income tax was to be distributed 
among various Provinces as follows — 


Madras 

15 per cent 

Behar 

10 

Bombay 

20 

C. P. 

5 

Bengal 

20 

Assam 

2 

U. P. 

15 

N. W. F. P. 

1 

Punjab 

8 

Sind 

2 


The Niemeycr award was accepted m full on May 27. 1936. 
but as federation was not accepted by the country and also by 
many native states, the status quo was maintained as a con- 
sequence. Soon after the war broke out and the whole question 
ot constitutional reform or change began to be discussed in an 
entuely new way. The angle of vision had completely changed 
in the meantime and people refused to be satisfied with anything 
short of comolete independence and an altogether new 
constitution The end of war may bring in its wake fundamental 
changes in Indian Constitution political and financial. 
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THE INDIAN PUBLIC DEBT. 

Meaning— According to Dr. Dubcy, “Public debt means the 
total amount of debt owed by the Public Authorities of a 
country, such as the Central or the Piovincial Governments or 
Local Bodies, to their own citizens, or to foreigners in their 
individual or corporate capacioes Thus the public debt of 
India includes the sum total of obligations to investors in India 
or in England of the Central Government, the Provincial Govern- 
ments, the Native States, and the local authorities such as the 
Presidency Corporations, port trusts, improvement trusts 
and others.”* 

The meaning of public debt as given above is too wide. As 
Dr* Dubey himself says later on, the Native States either do 
not borrow money in the way that the Central Government does, 
'or if they do here and there, very htde ts known about their 
public borrowings Regarding the borrowings of certain 
Presidency Corporations etc . it may be said that to include their 
borrowings in the total amount of Indian public debt and to disre- 
gard those of numerous other local bodies like Municipal and 
District Boards, which are scattered throughout the length and 
breadth of the country, will become inconsistent without being 
very illuminating The direct borrowings of the Provincial 

Governments have also been very rare It will be better, 
therefore, if we narrow down the meaning of the term public 
debt to borrowings made by the central public authority only* 
in a certain country, dealing with those of smaller authorities 
under other qualified heads. 

In the present discussion, therefore, we will limit the 
application of the phrase Indian public debt, to the borrowings 
of the Government of India alone, either inside the country 
or outside* 

A brief history of Indisn Public Debt. The system of public 
borrowing was not known id India before its introduction in the 
country by the Bntish East India Company. In ancient and 
mediaeval India, it was the duty of the ruler of a domain to keep 
the treasury full, and to withdraw money out of it m times of 
sudden emergency and on occasions when an unduly large 
amount of expenditure, which could not be met out of the 
current revenues, had to be unavoidably incurred This tradition 
banded over to the Muslims by their Hindu predecessors, was 
strictly ebsetved by the former, and inspire of the long and 
sometimes arduous struggles of the Mughals with their close or 
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distant neighbours, the policy of public borrowing was not 
resorted to. 

However, if a petty Rajah or a Nawab wanted money which his 
treasury could not provide at the moment, the sum was boiiovi ed 
from Jagat Seths who represented the house of royal bankers 
and advanced money to high dignitaries and sometimes even to 
rulers of the domain. This amount was usually paid up very 
soon after the emergency was over, and was usually regarded as 
the fiist charge upon the income of the territory when normal 
conditions were restored. 

The system of public borrowing was not prevalent in England 
and other European countries also, m the ancient and mediaeval 
periods During the Crusades, the petty European potentates 
borrowed money from the Jews to wage the Holy Wars, but 
there was nothing like public borrowing. Money was kept in 
hoards or treasuries for utilisation in times of stress and sudden 
need. According to some authorities the system of public 
borrowing was first introduced by the state of Florence about 
1344. Scattered sums of money owed to different individuals 
and institutions amounting to £600.000 were consolidated and 
converted into a public debt carrying interest at 5 p. c. and the 
shares were transferable in the same way as stocks are at present 
Holland, however, evolved the system of pubbe borrowing in a 
scientific manner This was towards the end of the 17th century. 
Great Britain followed Holland in this as in many other things. 
Charles II had seized from London goldsmiths a sum of about 
^700.000. They went to court and litigation commenced. In 
1688 the year of the Revolution, this amount, together with 
certain arrears, the whole amounting to one million pounds, was 
adjudicated In 1689, therefore, the public debt of England was 
only one million pounds It went on increasing steadily till upto 
the outbreak of the present war m 1939, it had gone upto about 
, £8000 million What new heights it will have touched by the 
time the present war is over no one can say. What is certain, 
however, is that the amount will reach stupendous figures. 

In India, as mentioned m the beginning there was no public 
debt before the East India Company acquired political control 
over certain parts of the country- It is said that whenever there 
was any surplus of revenue from the administered territories 
over the yearly espenditure, it was utilised by ihe Directors of 
the Company or its other servants, in their commercial 
enterprises, but whenever there was any deficit, it was left over 
to be made up by future revenues, or allowed to stand and 
accumulate. In this way, by the year 1792, the amount of 
outstandings against the East India Company became £7 millions. 
This was the beginining of Indian public debt. 
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When once the principle was recognised, and sums began to 
be borrowed from wherever possible, the amount of public debt 
began to increase rapidly- From ^7 million in 1792, it rose to 
£10 million in 1799. Then commenced the long series of wars 
under the regime of i ord Wellesley By 1805 it became £21 
million, and m the brief penod of 2 years jumped up to £27 
million in 1807 After the departure of this war-loving Governor 
General of India, the public debt remained stationary at the 
old figure of £27 million, but bad risen to £30 milbon in 1829, the 
year when Lord William Bentmck arrived as Governor General 
in India. This peace loving administrator was perhaps the only 
one who, during the era of the East India Company, reduced the 
debt from £30 million to about £27 million in 1836 

After this commenced the Afghan Wats during the regime of 
Lord Auckland, with the result that by 1845 the debt rose to 
million Then followed the annexsaon of 5indh by Lord 
EUenborough and the Sikh Wars in the times of Lord Hardinge 
and Lord Dalhousie. The total debt of India tose^to £55 million 
by 1850-51 Inspite of the endeavours to reduce the debt during 
the times of Lord Dalhousie it rose to£59i million m 1856. the 
last year of bis administration- Then the Mutiny broke out in 
1857 and in one year the debt increased from £59J million 
to £^i million ' 


The following table shows at a glance the steadv rise in the 

Indian public debt from 1792 

to 1857-58 

Year. 

Total amount of debt 

1792 

£7 Million 


1799 

£10 


1805 

£21 

Lord Wellesley's Wars 

1807 

£27 


1829 

£30 

Period of comparative peace. 

1836 

£27 

Lord William Bentinck’s admin- 



istration. 

1845 

£45i .. 

Afghan Wats 

1850-51 

£55 

Annexation of Smdh and Sikh 



Wars, 

1856 

mh „ 

Penod of Unrest 

1857-58 

f69i 

The year of Mutiny- 


The analysis of pub^ debt given so far shows that upto 1857- 
58, at least, the debt increased not because of any productive 
expenditure but almost exclusively on account of Wats and also 
famine charges- The pohtical connection of the East India 
Company with India ceased after 1857. Conditions as regards 
Indian public debt, however, did not improve- The whole 
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expenditure in connection with the Mutiny wa? transferred to 
India, England not bearing any share at all, and so the debt 
increased to over one hundred milhon pounds m I860. After this, 
railway construction was taken in hand vigorously, and the debt 
began to rise rapidly. The following figures will give an idea of 
the rise in the total amount of debt subsequent to 1860. The 
figures are in ciores of Rupees. 

Total debt in ciores of 


Year. Rupees. 

1860 136 

1870 159 

1882 166 

1892 222 

1902 339 

1913 (Pre war year First world war) 455 

1918 (Closing year of the War) 667 

1923 837 

1924 877 

1931 1112 

1936 1208*72 


1938-39 (Pre-war year second world-war) 1205‘77 

This IS a brief history of the Indian Public Debt upto the 
pre-war year 1939 It explains how this debt increased from a 
little mote than Rs. 9 crores m 1792 to mote than Rs. 1205 
crores in 1939 

Analysis of the Indian pubUc debt. The total amount of the 
debt in 1938-39 was about 1205 crores of Rupees. Of this total 
amount, Rs. 736 crores was held in India, while Rs 469 crores 
-was held in England. Out of Rs 736 crores held m India, the 
permanent or funded debt was equal in amount to Rs 437 crores. 
while the temporary or unfunded debt was Rs 225 crores 
Treasury Rills and ways and means Advances stood at 46 crores 
of. Rupees, Whea the Govetataewt oi Iwdva. want to tai&e raoriey 
for short periods — three to twelve months — treasury bills are 
issued at a certain price, which is determined by the rate of 
interest at which the Government of India are willing to borrow 
money. They are.sold at a discount but after the expiry of the 
term for which they are issued the full amount is paid. If the 
Government wants to raise money for say. three months at the 
rate of 3 p c , they would sell a tteatuty bill of, say. Rs 100 
for Rs. 99-4 to-day The person who purchases a treasury bill 
'^to-day for Rs 99-4 will get Rs 100 after three months. In this 
way he will get interest at a slightly higher rate than 3 p. c. 
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market conditions. This has now to 

the Government That -imoim*- ».k ^ ® P^tmanent policy of 

to keep with it for ten fifteen or mn^ Government wants 
principles; but the amount which it 

IS raised through treasury bills ^ needs from month to montii 


aaounffor £%M “crolfout o"/“fo "h H ' 'T/"' 

mor-ey equal m b",S“ “' t to Rs 27 1 "' P“U'i 
reserve funds on varm»i.! as depreciation and 

these detads and fijures as th^y "LdIeLe°“ hTwa 


uciuie cne war 
«/ -*e Coftrnmta, e/ /„* 

In India. ■'" 


Loans 

B/Js and ways and 

Unffldfbr^" 


c» ui n,s, 

437’87 (Funded debt) 


46*30 

22513 

27-34 


736'64 


sterf.nfrbtonOT'"”’°J '‘' ’^^^^ date The total amount c 

crotes of Rupees. “ “’ey stood in 1938-39 ate given below,! 


o/,Ae 

*» 

In England"'"'''" Converted at Is. 6d. to the Rupee) 


Loans 


War contribution 

TTnA^ annuities 

Unfunded debt 

396-50 
20-62 
47 82 

418 


469-12 

1205*76 
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The first item in the above table constituted liability for the 
itnounts of money raised by the Government of India through 
he Secretary of State for India ftom the English capitalists at 
mrying rates of interest from time to tune The second item is 
1 direct liability of the Government of India to the Government 
)f England. In 1918 the former ipade a gift of £ 100 million to 
:he latter, to be used in the prosecution of the War. Out of 
:his amount 20 62 crores has remained unpaid by this date ; so 
.t figured under interest bearing obligations The third item 
instituted the liability to English owned Railway Companies 
in India which were acquired by the Government of India, but 
the purchase money was promised to be paid during a course of 
years in the form of annuities, which, therefore, included both 
principal and interest. The fourth item does not call fox 
any comment, 

The total obligations in England were, therefore, Rsi469l2 
crores, which when added to the total obligations in India, 
amounting to Rs- 736 64 crores, made the grand total of 
interest bearing liabilities, or the amount of the total Indian 
public debt equal to Rs. 120576 crores. 

Corresponding investments. Hie sum of Rs. 1205.76 crores 
though a big one, should not excite hasty comment till we have 
carefully examined how this huge borrowed amount was 
invested by the Government. Of two persons. A and B> A 
is indebted to the extent of Rs 5000, while B only to 
the extent of Rs 1,000. If no further examination is maefe of 
the two cases, it may be said, in an ofi'band manner, that the 
burden of debt is heavier upon A than upon B But if it is 
discovered, on careful examination, that A has carefully invested 
the sum borrowed, while B has spent the whole or a major part 
of It fox unproductive purpose then we will have to revise cur 
judgment. In that case we will have to admit that the burden of 
debt is really heavier upon B than upon A. This is exactly the 
^.ase with the Indian public debt The table given below will 
give a rough idea of the investments of the Government of India 
near about the outbreak of the war- 

Total Assets of tbe GoverDment of India against 
the total liabilities. 

Crores of Rs. 


(i) Capital invested in Railways ... 754.38 

(ii) Capital invested in Irrigation, Posts and 

Telegraphs and Telephone .. 24.30 

(lii) Capital advanced to Provinces .. 186.12 

(iv) Capital advanced to Indian States, and 

other interest bearing loans ^ ... 20.92 


Total interest beating loans .. 98 642 
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{v) Cash bullion and securities held on 

treasury account ••• 22.99 

Amount not covered, which may be 
called unproductive debt — 196^5 

T6tal ... 120576^ 

So we find that against Rs 1205 76 crores of interest bearing 
obligations, the Government of India had Rs 986 42 crores worth 
of interest bearing assets, and about Rs 23 crores worth of cash, 
bullion etc., while only a balance of Rs. 196 35 crores remained 
uncovered, which could be called unproductive. The percentage 
of the unproductive to the total debt was about 16 p.c. This 
was quite a satisfactory condition of the public debt as will 
become obvious by comparing India’s position in this respect 
with that of other important countries of the world before the 
oMthreak oi the present wat. 

The following table based on figures collected from the 
Statesman’s year Book and the London ‘Economist,* will give 
idea of the position of other countries regarding public debt ano 
its burden per capita. The figures are for varying years before 
the war- "The present day condition is not definitely known and 
is not yet stable as the war is stiU going on So we will base our 
comment on the relative position as it stood before the war. 

PRE-WAR PUBLIC DEBT OF SOME COUNTRIES. 
Country. Amount Debt per capita 

India. Rs. 1206 Crores Rs. 34. 

England Rs 10,555 Crores Rs, 2360. 

U- S. of America. Rs. 7271 Crores. Rs, 592. 

China. Rs 4C0 Crores. Less than Rs 10 J 

France. Rs. 5126 Crores, Rs. 1220. 

Germany. Rs. 1318 Crores. about Rs. 200. 

Italy. Rs. 1350 Crores alioutRs. "330" 

Japan. Rs. 612 Crores. ' Rs. 90. 

The figures worked out above show that the amount of 
India’s pre-war public debt was very small as compared to that 
of other countries, except Chinai whose figures are in the first 
place not very reliable, and in die second place, there being no 
stable Central Government in that country* the institution of 
public debt has not developed to the extent that it has developei^ 
in other countries where administration is stable 
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The burden of public debt, pet capita, was also lightest in 
India, except of course, in China. Even making allowance for 
the very small income per capita in our country as compared to 
that in other countries of the world, we'find that the burden was 
light. And when it is remembered that about 84 per cent of the 
Indian public debt was against productive assets, and only about 
16 per cent was unproductive, while the case with countries like 
England, America, France, Germany and other countries was 
almost the reverse of this, the comparison becomes still more 
favourable for India. 

However, though opinions will continue to differ on this as 
on other allied questions, it cannot be gainsaid that the position 
of India as regards her pre-war public debt was not unsatisfactory, 
and inspite of the high handedness of financial autbotities 
both in England and India in saddling tax with unwarranted 
expenditure and other questionable policies India should, on the 
whole, feel thankful that her position was not worse. For the 
present day condition of Public debt see the appendix. 


Land 


Outline and short history of certain 
of income. 


Sevtnat 


important sources 


As mentioned in another connection, there is still a 
controversy as to whether land revenue is of the nature of rent 
leoliaed by the supreme landlord (State) from the agnculturists, 
or a tax. The controversy, however, is fruitless, as it does mot 
affect thg incidence of the charge whether it is regarded as a rent 
or a tax. Suffice it to say that m theory it is rent, but in practice 
it is as much a tax as any other As a rent it should not affect 
price, but as a tax it should, and it does affect it 


Leaving the permanently settled tracts aside, the general basis 
of assessment is not more than one fifth of the gross produce 
from any plot of land. From 1919. after the Montford Reforms, 
land revenue became a completely provincialised head. As-a 
provindal source of income it is the most important single source- 
The following table will bring out its importance as compared to 
the total revenue of the Provinces. The figuies are for the 
•se.M. 


Province. 

Land Revenue. 

Total Revenue- 

Bombay 

Rs. 345 lakhs. 

Rs 1203 lakhs. 

Madras 

.. 736 „ 

1649 ., 

Bengal 

.. 325 

„ 1102 

United Provinces 

.. 580 „ 

1173 ,. 

Punjab 

466 „ 

.. 1039 , 

Central Piovinces & Berar 

.. 259 .. 

„ 480 „ 

Assam 

114 „ 

.. 180 „ 
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Land revenue, however, is not a growing source of income. 
With the advent of Congress ministries in eight provinces, the 
income from this source had begun to decline as the policy of the 
congress was to grant relief to the tenants in the matter of the 
payment of rent- But if rents are reduced, revenue charged 
from zemindars is also automatically reduced proportionately- 
As a matter of fact, if revenue is regarded only as a certain 
per centage of the economic rents realised from the tenants, then 
It will practically disappear if the cost of production of the 
cultivators is scientifically and accurately determined. It will 
transpire that the cultivators in the vast majority of cases cannot 
afford to pay any rent wbatsoewet- Under these circumstances, 
when there is no surplus over the cost of production to the 
cultivators, the income of zemindars and also that of the 
. Government will suffer a serious diminution. But if revenue is 
removed from Its ancient moorings, and begins to be regarded 

E urely as a tax, than any race may be fixed, which will, however, 
e only arbitrary in character, as Income Tax is at present. 
Further developements in this connection will be watched with 
very great interest in the different provinces of India after 
national government is established m the country. Later figures 
of land revenue and ocher sources of income will be found m an 
appendix. 

In Great Britain, the pure land tax, as apart from income 
from agricultural sources, is very insignificant. In 1798, Pitt 
permanently fixed the land tax in that country. The net receipts 
from this source ace only about ;£’5(W.OOO out of a focal tax 
revenue of approximately £853 million or only about 06 per cent 
At the time of this permanent settlement of land tax the landlord 
had a predominant voice in the Legislatures of the country. 
Later on, however, agricultural incomes began to be taxed under 
income tax, and so the system became elastic and very paying 

In the United States of America, land tax is the main source 
^of income in most of the 48 states of the Union- It is called the ^ 
'property tax there. Evasions ate numerous, and the American 
property rax is regressive m character and falls more heavily 
upon the poor. The poor cannot evade the tax, while the rich, 
wliahfly-e.orher.amirc£s.Qf.inciiniB. also,, ver^ often- esraije. snot. 

. free. About 50 per cent of the net revenue receipts.oi states or 
Provincial Governments are from property taxes. 

In China also land taxes are very important. The amount of 
tax to be realised from a plot of land is entered on the title deed, 
and cannot be changed in future. It is a sort of permanent 
settlement. Temporary remissions, however, are very frequent 
as in India. Owing to the frequency of Civil Wars and internal, 
riots in the country, such remissions are more frequent in China 



iNDlAlf pmAUCE 51& 

than anywhere else in the world Of the eighteen provinces of 
China, sixteen pay the land tax in shver, and only two, Kiang-Su 
and Cheh-Kiang, pay in grain- The total yield of the tax to the 
Central Government was about £5 million in the pre-war year, 
but the amount actually collected from' the cultivators was about 
£20 million The balance was not transferred to the Central 
Government, but was kept by the Provincial Governors as their 
personal gain. Nothing definite can be said about conditions 
existing at present. 

In Japan the system is quite different from what it is in China. 
It resembles India more than any other country. The rate of 
assessment on wet land is about Rs 10 per acre, while on dry 
land It IS about Rs. 2-8-0. *1116 system of land tax in Japan is 
superior to that of India, in as much as the former is ela^stic while 
‘he latter is not so. The tax is assessed on the capitalised value 
of land, based on its rental value- The rate can be easily altered 
from year to year according to current needs- The rate is 2’5 
per cent on residential land, 4 5 per cent on rice and other culti- 
vated land and 5*5 per cent on lands which do not come under 
the above two categories- Changes wrought by the war are not 
known as yet 

locome Tax. Income tax in India has a very long and 
chequered history. A general income tax. not exempting income 
from agriculture, was first levied for five years in 1860, to meet 
the financial burdens of the tommy. At the end of 5 years the 
tax ceased to operate. In 1867 another Act was passed imposing 
a hcense-tax on professions and trades, excluding agriculture It 
continued till 1872. No further taxation was imposed till 1878 
when a hcense-tax was again levied on traders and artisans, and 
Acts were passed for this purpose for the United Provinces, the 
Punjab, Madras, Bengal and Bombay. The license-tax of 1878, 
was, however, converted into a general income-tax in 1886 by 
"the Income Tax Act applicable to all India. Under this Act all 
incomes except agricultural were taxed. The rate of tax was 4 
pies in a rupee for incomes of Rs. 1000/- and Rs 2000/-, while 
on incomes o'jer 2000/- the tax was 5 pies in the rupee. There 
was no iurther gradation and charities and tehgious endowments 
were exempted. Subsequent changes were made in 1903 by 
raising the minimum income to be taxed from Rs. 500/- to 
Rs. 1000/-. 


The yield of the Income Tax before the last Great war 1914-18 
was Very small, being only about Rs. 3 crotes. The richer 
classes escaped very lightly and did not bear their legitimate share 
of the burden of taxation. In the original Act there was really 
no attempt to make the tax progressive, except for the difference 
of 4 and 5 pies. In the Act of 1903 some attempt was made to 
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improve the progression. It was. however, owing to the grave 
necessity occasioned by the last war that in the matter of Income- 
tax the principle of progression was accepted for the first time 
in India- In the budget of 1916*17. the scale of progression was 
introduced m the ordinary incomc-tar. Upto Rs 5000 the 
rate was kept as before. But foe incomes between Rs, 5000/* 
and Rs. 10000'- the race was raised to one anna per rupee 
or p. c. The profits of companies were assessable at the rate 
of 6i’%- In the next year, however, the principle of 
progression was carried a step further by the introdution of a 
supertax. It was in addition to the standard rate of tax- The 
rate of the super tax was one anoa per rupee on incomes between 
Rs. 80,000/- and Rs One lakh ; one and a half anna pet 
rupee on incomes between 1 lakh and li lakhs ; 2 annas per 
rupee between incomes of IJ lakh and 2 lakhs ; and 3 annas per 
rupee beyond Rs. 2 lakhs This raised the yield of the tax to 
about Rs 10 crores in 1918-19- 

In 1919, the first post war financial measure was one of 
remission of taxation. The mmienum* of taxable income was 
raised from Rs.IOOO to 2000/- In the same year the excess war 
profits tax was levied for one year on income over Rs. 30.000/-. 
Agricultural income and incomes of professsonal classes, and 
public servants were exempted In 1920. the excess war profits 
tax was abolished, and the Super Tax Act was amended in regard 
to the profits of companies and registered firms- In 1921, the 
Government faced another deficit, and was forced to have 
recourse to additional taxation The scale of progression both 
in ordinary income tax and the Super tax was revised and 
enlarged The tax on smaller incomes was not raised, but, on 
the upper grades, it was so increased as to work up to a 
maximum of 16 pies m the rupee instead of 12 pies. And the rate 
on higher grades of income liable to Super tax was raised as to 
work up to a maximum of 4 annas in the rupee on an excess over 
SJlakhs. In addition to these, several other charges were also-* 
made, which removed several shortcomings of the existing Act' 
and increased the administrative efficiency. It also provided 
relief from double taxation The financial difficulty of the 
Government, however, continued ; and so in 1929, 1930, 1931, 
thft. kiniis. of. tasiis. wmai. xeid-'w-A, and. a. of- 

surcharge was made .and the free minimum income was lowered 
to Rs 1000 (in 1931) We find that in 1931 the income was 
divided into several giadcs i c from Rs- 1000 to Rs 2000 and 
' between Rs. 4000 and 1 lakh and over 1 lakh, The rate of 
tax also increased in progression from 5 pies m the rupee for 
incomes between Rs. 2000 and Rs 3000 to 2 apnas and 2 pies 
in the rupee for incomes over Rs. 1 lakh. The incomes between 
Rs 1000 to Rs. 2000 were taxed at the rate of 2 pies per rupee ; 
and at 4 pies per rupee in I931» at 2 pies per rupee m 1932. The 
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surcharge was 121 per cent in 1931-32, and 25 per cent in 1932-33 
over the rates prescribed in the Finance Act of 1931 except in 
cases of incomes between Rs 1000 to Rs- 1999. The Super tax 
also increased in progression in respect of excess of Rs 30000 of 
total income and amounts from one anna and 4 pies in the rupee 
to 6 annas and 3 pies in the rupee. In cases of incomes between 
Rs 1000 and Rs 2000 the tax was at 2 pies per rupee m the year 
1931 It was increased to 4 pi»*s per rupee in 1932. but was again 
reduced to 2 pies in 1933. In 1935i the tax on incomes between 
Rs. 1000 and Rs 1500 was reduced to li pies, and on incomes 
between Rs. 1500 to Rs 2000 was reduced to 2-2/3 pies The 
surcharge was reduced by one third The surplus budget of 
1936 37 made possible a further reduction by half of the 
surcharges of income tax At the same time the exemption limit 
was once more raised to Rs, 2000- 

Under the Finance Act of 1937, the rates of income tax were 
the same as in 1931, except that incomes below Rs 2000 were 
exempted The Super tax also was nearly the same, * e , rang- 
ing from 1 anna and 9 pies in the rupee to 6 annas and 3 pies in 
the rupee The Supplementary Finance Act of 1937, imposed 
surcharges on the existing rates of super tax similar to those 
on the income tax noticed above These were reduced in 1935 
and 1936 to the same extent as m the case of Income tax. 
Incomes of Rs. 6 lakhs and above had to pay the ordinary income 
tax at the highest rate of 2 annas and 2 pies per rupee, plus 
l/12th surcharge in the rupee and super tax at 6 annas and 3 pies 
in the rupee plus a similar surcharge This amounted to a total 
income tax of just above 50 per cent (8 annas 5 pies per rupee) 
exclusive of the surcharges levied. These surcharges were com. 
pletely abolished after the passage of the Income Tax (Amend- 
ment) Act of 1939 which was the sequel to an exhaustive enquiry 
by a committee of experts Their report covered a wide field and 
made many recommendations among which was one for the 
„ adoption of the 'state' system instead of the 'step’ system In 
the Budget for 1939 this recommendation was given effect to 

After the outbreak of the war in September 1939, the 
Finance Member made no changes in the basic rates of income 
tax in his budget for 1940-41, but he introduced an Excess Profits 
Tax which was further increased m the 1941-42 budget to 66f %. 
In the same budget, the surcharge on basic rates of income tax 
and super tax which had been 25 p c since November 1940 was 
increased to 33J p c The budget for 1943-44 laid down a 
66 p. c income tax surcharge apphed uniformly over all levels of 
income The yield from income tax which was expected to be 
Rs 102 crores in the budget estimate for 1943-44 yielded 
1 Rs 138 crores. the Excess Profits Tax yielding about Rs 62 crores 
compared with the original forecast of Rs 40 crores. The share 
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of the Provinces from the divisible pool of Income Tax v?as about 
Rs. 19 ctores about Rs 7 crotes above the budget estimates. 

New Proposals in the latest Budget (1944-45) , The mam 
outlines of the scheme put before the House m an Income Tax 
Amendment Bill were as follows : — 

“An asscssee will have the option fo pay rax quarterly, 
either on the basis of his last associated income or on the 
basis of his own estimate of current earnings Government 
will pay 2 p. c interest on all suras paid ip advance under 
the scheme, but if the assessee’s own estimate which can be 
revised during the year, falls short of 80 p c. of the tax deter- 
mined on regular assessment, penal interest at 6 p. c on the 
difference will be payable. No penal interest will be payable 
where the assessee chooses to pay on the basis of his last 
assessed income “ 

“As regards Excess Profits Tax no change m the rare of tax is 
proposed which remains at 66i p- c. Not is any change made m 
the proportion of the tax. namely one. tenthr which is to be 
repaid to the assesses- 

, General Remarks The Income tax, as it is at present, is 
much indebted to British laws and precedents However, it 
contains sevecal features which find no justification The first 
of them IS a constitutional question It rises from the fact that 
the Indian Income tax is not exclusively governed by the 
legislation and court decision’s but the Governor-General also 
can make ^ exemption, or a reduction or modification by 
notification, and no less than 39 kinds of exemptions are 
authorised Such delegation of power to an irremovable executive 
not responsible to the legislature finds no parallel in the history 
ofincom^tax any other country The second drawback is 
that neither the principle of residence not that of origin finds 
full expression m governing the scope of the income tax. The 
salaries, allowances and pensions payable abroad to Government- 
servants, and the stexbng secunties do not pay the Indian 
income tax Also, the incomes of residents arising abroad and 
not received in the country are outside the purview of the tax. 
Such a tax was objected to because it threatened to raise the 
rate of interest against India in the London Money Market or 
• was considered likely to discourage the flow of British capital 
into India But there should not have been any reason for any 
fear on this account, because under" the British Income Tax Act 
such incomes get relief on double taxation Moreover, the rate 
of profits ID India and other similar things would counteract any 
tendency towards discouragement on the interest of sterling 
secunties. On account of changed relations between England 
and India as a result of the liquidation of our debt to England 
this aspect has lost its significance. As regards taxing income 
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arising abroad, it may be pointed out that not only will it bring 
increased revenue, but it will also check the growing tendency 
towards an export of capital. It is desirable that Indian 
commerce and industries should be financed by Indian 
capital, and this measure would serve the purpose to a 
considerable extent 

Another undesirable feature is the exemption of Agricultural 
Incomes from the tax- As long before as 1924, the Taxation 
Enquiry Committee found that there was no historical or 
theoretical justification for such an exmption It may be argued 
that temporarily settled areas pay a land revenue which maybe 
called a tax on agricultural incomes ; but rhis argument cannot 
be advanced in favour of exempting incomes from permanendy 
settled estates Moreover, the case of faxing higher grades of 
income from temporarily settled lands is quite strong In 
addition to these direct exemptions, the Ja.w allows that 
agricultural incomes are to be excluded from the total income 
in assessing an income tax It means that they are not taken 
into account in calculating the rate of tax due on the taxable 
income. Such an exemption is not only unjust in theory and 
contrary to practice in other countries, but also inflicts a great 
loss on the nation’s exchequer. 

There are a number of minor exemptions of an undesirable 
kind, as for example incomes of High Commissioner, Trade 
Commissioner and other officials in the Consular and Diplomatic 
services abroad. Some exemption is given to military officials 
in that the income deducted for mess, wine or land fund are not 
taxed Capital sums received in commutation of pensions are 
also exempted. 

To sum up. the Indian Income Tax, as at present constituted, 
contains a number of flaws which find no justification, and the 
'net result of which is considerably to reduce the yield of the 
Indian Income tax. Closing up these gaps would probably 
increase the resources by between Rs 10 crores to Rs IScrores, 
an amount no*t to be despised m the light of both our require- 
ments Of public expenditure and our revenue from tax 
resources 

Salt Tax The Salt tax was inherited by the British Govern- 
ment from Its predecessors along with a large number of transit 
duties. These duties were abolished m 1843 and the Salt duty 
was raised and consolidated. Before 1882 the tax varied from 
province to province. But m this year it was made uniform at 
Rs. 2 per maund. It was raised in 1888 to Rs 2 8 per maund, 
and continued at this level till 1903 when easier finances per- 
mitted its being lowered to R?. 2-4 per maupd. It was further 
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reduced to Rs- 1-8 in 1905, and to Re. 1 jn 1907. It continued 
at the level till 1916 when the tax was raised to Rs 1-4- In 1919 
the duty was raised to Rs 2-8 by certification by the Governor- 
General, though it was rejected by the Assembly In 2924. 
however, the Assembly exetosed the option given by the 
Government and reduced the tax to Re 1-4 In 1931 the duty 
was raised to Re 1-9 and a Sur-tax of 25 per cent on the existing 
rates was imposed- In 1935, the Congress party in the Assembly, 
unsuccessfully tried to reduce the tax from Re. 1-4 to 12 annas, 
which would have meant a loss of Rs 51 chores. The Congress 
party again tned to abolish tbe tax in 1936. but was unsuccessful- 
The yield of the Salt tax was about 6 or 7 crotes of rupees 
which came to about 31 annas per head per annum before the 25 
per cent surcharge of 1931- The estimate of revenue under this 
item for 1940-41 was Rs 8‘7 crores 

The Salt tax, though very anaent, is one of the most unpopu- 
lar taxes in India. It has been justified on the ground that this 
is the only means of reaching the masses by direct taxation. A 
reply to this may be made that Land Revenue is already a direct 
tax, which is collected from a large majority m India In case of 
those who do not pay any land levcnuc, it can be safely inferred 
that they ate so indigent that the idea of taxing them should be 
given up. The principal objection to the Salt ra.T is that it is a 
tax on a necessary of life, and a restriction on its consumption 
has an undesirable effect upon the physique of tbe people The 
fact that a reduction in the rate of tax since 19C*3 was followed 
by a considerable increase of consumption, suggests chat it had 
been kept at an increasingly high level before. It is a regressive 
tax. since ic presses upon poor people more heavily than upon 
tbe rich Consequently, though for practical reasons, it will be 
impossible to abolish the tax immediately, this should be defi- 
nitely recognised as the goal of public policy, and steady approa- 
ches should be made towards it So long as the tax cannot be 
dispensed with, it should be maintained at as low a pitch ax; 
possible, and an increase should not be thought of except for 
grave reasons, and should last only during such an emergency. 

Customs Duties. Until recently. 1924. the Indian Tariff had 
been on a scrupulously conscientious free trade basis. This 
involved very moderate import duties Upto 1859. an import 
duty of 5 per cent on finished goods and of per cent on raw 
material was imposed- But m this year the finanaal stringency 
caused the distinction to be abolished, and tbe duty "n as raised 
to 10 pet cent in general. However, under pressure from English 
interests the customs duties were abolished by 1882 by gradual 
process Consequently there was practically no import duty 
between 1882 and 1894 In the latter year a general import 
duty of 5 percent adtaloretn was imposed, cotton goods and 
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certain other goods being exempted. Between 1899 and 1904 
certain countervailing duties on sugar were imposed, bur were 
iubsequently cancelled by 1912. Another imoortant change m 
import tariff during the period before the last great war was made 
in 1910*11 when high import duties were levied on silver, and 
petroleum. In 1894, it was deaded to levy an import duty of 
5 per cent on cotton goods But to propitiate Manchester, a 5 
per cent duty was levied on yarn of 20 and higer counts 
produced in India also. In 1896 the import duty was lowered to 
31 pet cent and the excise duty also was lowered to the same 
extent- 

Until 1860 export duties were an integral part of the early 
tariff policy. A duty of 31 per cent ad valorem was generally 
levied on all goods. But since 1860. though the duties were 
low and were solely for revenue purpose, a consistent policy 
of abolition was pursued ; and so by 1380. only the export duty 
on rice was allowed, and the rest were abolished- A trifling 
export duty or Tea was levied in 1903. 

The customs schedule was totally recast in 1916-17 in order 
to provide additional revenue. The general import duty was 
raised from 5 to 7i per cent ad valortm except in case of sugar 
for which 10 pet cent was fixed The free list was also curtailed 
The principal article not touched was cotton manufactures The 
revenue from customs m 1920-21 was about Rs 32 crores The 
customs tariff was further raised in 1921-22 and 22-23. The 
general ad valorem duty was raised from 7i per cent to 11 per 
cent and then to 15 per cent. In 1930 the duty on cotton piece 
goods was raised from 11 per cent ad valoTem to 15 per cent 
and an additional 5 per cent protective du»-y was imposed on 
British goods for 3 years A general increase was made on the 
imnott duty on Sugar. The acute economic depression and 
heavy deficit led to a further increase in the import duty The 
« Finance Act of March 1931 increased the rates and imposed 
additional surcharges- In addition to this, certain protective 
duties were also levied In November 1931, a further increase 
in the import duties was affected This remained m force till 
Matc’hl^Td- 

In 1932 the Ottawa Trade Agreement was given effect to. 
This fact involved, on the part of Indian Government, the grant 
of a preference of 7i per cent on certain classes of motor vehicles 
and of 10 per cent on traiff preference on certain other goods. 
The Finance Act of 1935 further reduced the silver duty to 2 as. 
per oz., but the deficit budgets of 1936-37 and 1937*38. needed an 
increased income So under the 1937-3S budget the duty on 
silver was increased from 2 annas to 3 annas pet oz., which 
gave about 50 lakhs of rupees. 
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In 1916-17 two new export duties were levied on Tea and 
Jute In the case of Tea the duty was fixed at Re* 1-8. This 
duty was abolished in 1927-28, but jt was accompanied by an 
increase in the income tax- The duty on dwfewns fixed at the 
rate of Rs. 2-4 per bale of 400 lb <* « about 5 per cent ad 
valorem. Manufactured Jute was charged at the rate of Rs* 10 
and Rs 16 per ton of sacking and hessians. In 1917-18 the duty 
on Jute was doubled- In 1919, a 15 per cent ad valorem duty 
with a rebate of 10 per cent was levied on raw hides and skins 
as a measure of protecting the tanning industry in India 
Howevert in 1923, the duty was reduced to 5 per cent and the 
10 per cent rebate was also abolished* The Government tried 
to abolish this duty in 1927, buc could not because the Assembly 
rejected the proposal However, m 1934 the duty on raw hides 
was abolished and in 1935 the duty on skins was abolished 
because the trade was declining Throughout all the successive 
increases in duty on imported cotton goods, the excise duty 
remained at the old level of 3J pec cent This was finally 
abolished by an ordinance from the Government issued in 
April 1926 

In 1934 two new excise duties were levied on Sugar and 
Matches. The Su?ar Excise Duty Act of 1934 imposed a duty of 
10 annas per cwt on Khandsari Sugar and of Re> 1-5 per cwt* on 
all ocher Sugar This was to fill up the gap which was created 
by the decline in the import ot Sugar due to surcharge imposed 
m 1931 This excise duty on Sugar was increased to Rs 2 per 
cent in March 1937, to meet the deficit budget This increase 
brought out a stream of trenchant criticism from all quarters. 
It was said that it would not only affect adversely the 
manufacturers, but even the cane cultivators would suffer, 
because it would be transferred to them in the form of lower 
prices As regards Matches, the Match Excise Duty Act 1934, 
imposed on matches made in British India and sold in boxes or 
booklets containing on an average not mote than 80. an excise 
duty of <i) Re. 1 pet gross boxes or booklets containing an 
average of 40 or less tii) Re 1-8 if the average is between 40 
or 60 (ill) and Rs. 2 if the average number is more than 60. On 
all other matches the rate was fixed at 4 annas per 1440 matches 
or traction there ot' 

The Indian Finance Act of 1940 raised the rate of the ^excise 
duty on sugar other than Khandsart sugar from Rs 2 to Rs 3 per 
cwt> which automatically increased the import dutv by the same 
amount This increase was effected as part of the programme of 
higher taxation in India’s first war Budget (1940-41). 

The excise duty on matches was doubled and a corresponding t 
increase m the import duty was effected in ’March 1941, in 
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connection with the new taxation scheme embodied in the budget 
for 1941-42 as part of a pian for meeting the heavy defiat arising 
from the increased expenditaitc caused by the, war 

An emergency Customs duty of 20 p. c- nd valorem was 
imposed in 1942-43 and was continued .in 1943-44. An excise 
duty was imposed on all tobacco except that grown by a person 
for his own consumption or that of his household It is expected 
that this excise duty will entail a nsc of 20 p C in retail price 
The yield is estimated at about Rs 11 ccores 

An excise duty was also levied on vegetable product banaepati 
The rate was Rs. 5 per cwt and it was expected to yield 
Rs 1 crore. 

Some important figures Mam sources of Income and items 
of expenditure of the Central Government, with corresponding 
figures, ate given below 

’ CENTRAL BUDGET. 


Revenue 

Revised 

Estimate 

Budget 

Estimate 

Prinapal Heads of Revenue -~- 
Customs 

1942-43. 

Rs 

31.00.00.000 

1943-44 

Rs. 

30,00.00,000 

Control Excise duties 

12,70.00.000 

25.02,00.000 

Taxes on Income including 
corpdration tax 

66,80,00,000 

90,00,00.000 

Salt 

10,00 00.000 

9,75,00,000 

• Opium ‘ 

88,70,000 

1,07,41,000 

-TDiher Heads 

1,19.69.000 

1,19,67,000 

. Total 

1,22,64,39,000 

1,57,04,08.000 

Railways : Net Receipts (as 
per Railway Budget) 

21,96,76,000 

26.73,66,000 

Posts and Telegraphs : Net 
Receipts 

6,24,04,000 

9,21,82.000 

Currency and Mint 

5.45,90,000 

5,13,34.000 

Defence Services 

8,50.17.000 

16,02.25.000 

; Extraordinary Items 

19.07,75.000 

14,37,58.000 

Direct demands on the 
Revenue 

5.21,03,000 

5.58,73.000 
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Revised 

Budget 

Expenditure. 

Estimate 

Estimate 

1942-43 

1943-44 


Rs. 

Rs. 

Railways . Interest afld 

Miscellaneous charge (as 

per Railway Budget) 

44.96.47,000 

37.60.5&000 

Debt Services 

10,15,47.000 

11,45.67,000 

Civil Administration 

17,11,60.000 

17.88.48.000 

Currency arid Mint 

2.11,47.000 

156.34.000 

Civil Works 

3,93.39,000 

2.86,63.000 

Defence Service 

1.98.25.17.000 

1,98,83,25.000 

Miscellaneous Adjustments 
between the Central and 

Provincial Governments 

2,77,02.000 

2,75,94.000 

Extraordinary Items 

34.18.14,000 

27,14.71,000 

Important Figures of the 

Revenue and Expenditure of the 

U* P. Goveenment fot 1943-44 (Approximate ngucesl. 

Budget 

Revenue 

Estimate 

1943-44 

Rs. 


Land Revenue 

6.30.100 000 


Excise 

2,00.00,000 


Stamps 

1,45.00,000 


Forest 

1,30.00,000 


Registration 

9,50.000 


Irrigation (Net) 

2.00,00,000 


Debt Services 

28.00,000 


Civil Administration — 

Justice 

18.00.000 


Jails 

8.30.000 


Police 

50,70,000 


Education 

16.00,000 


Medical 

3,50.000 


Public Health 

3,70,000 


Agriculture 

13,00.000 


Industries 

1,40.00,000 


Civil works 

22.00.000 
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Important figures of Revenue and Expenditure of the U.P. 
Government for 1943-44 (Approximate figures). 

Budget Estimate 


Expenditure 

1943-44 
" Rs. 

Direct Demands on Revenue • 

Land Revenue 

92,00,000 

Excise 

15,00.000 

Stamps ... 

2,50.000 

Forests 

50,00.000 

^ Registration 

500,000 

Interest on Irrigation Works ... 

1,16,00.000 

Debt Services 

84.00.000 

Civil Administration 

General Administration 

1.57,00.000 

Justice 

77,00.000 

Jails 

56,00.000 

Police 

3.00.00.000 

Education 

2.37,000 

Medical 

50,00,000 

"Public Health 

27,00.000 

Agriculture 

55,00.000 

Industries 

1,46.55^000 

Rural Development 

15.00,000 

Civil Works ... 

Superannuation allowances and 

89,00,000 

pensions 

1,20.00,000 
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A table givinfs the financial position of 812 municipalities in 
British India for 1936-37. 

In Lakhs of Rupees 

Sources of Income Heads of Expenditure 


Municipal rates and 


taxes 

147 

Taxes on houses and 


land 

527 

Tax on animals and 


vehicles 

^8 

Tax on trades and 


professions 

33 

Tolls on roads and 


ferries 

30 

Water rate 

2.26 

Lighting rate 

43 

Conservancy rates 

1.20 

Other Taxes 

1.93 

Total Rates and Taxes 

1.364 

Realisations under 


special Acts 

18 

Grants from 


Government 

94 

Rent of lands, 


houses, etc. 

54 

Fees 

1.05 

Receipts from mar- 


kets and slaughter 


houses 

93 

Miscellaneous 

166 

Total Income 

1.894 

Extraordinary and 


Debt 

2,3.06 

Grand Total 4,200 


Administration and 


coffection charges 

184 

Public Safety.— 

Lighting 

132 

•Police 

1 

Fire 

17 

Total 

15C 

Public Health and 

• 

convenience.— 

Water supply drain- 
age and conser- 

seivancy 

514 

Hospitals, dispen- 
saries and vacch 

nation 

9S 

Plague Charges, 
markets, gardens 

and sanitary 

94 

Public works 

234 

Public instruction 240 

* Contributions for 

V 

general purposes 

74 

Jfiscellaneous : — 


Interest on Loans 

157 

Other expendiure 

1 129 

Total expenditure 

18.74 

Extraordinary and 

2,0S^ 
^ 

Debt 

Grand Total 

3.956 



CHAPTER XXX. 

NATIONAL WEALTH AND PROGRESS. 


Before discussing the causes of an increase or decrease in 
national wealth it will be better to form a correct idea of the 
meaning and extent of this important term. National wealth 
consists, in the first place, of the wealth of all individuals that go 
to make that nation- In the case of India, for examp’e. national 

wealth will first consist of the aggregate wealth of the 389 million 
inhabitants of the country But it is something more than that. 
There are some elements of the wealth of a nation which arc not 
taken into consideration when estimating the wealth of the 
individuals composing it- There are many forms of wealth and 
property which do not belong to any single individuals, but 
belong to the community to which he belongs. They are comprised 
under the term 'collective wealth’. In an Indian village, the 
cAoupol is collective wealth; so is the village common land oi 
pasture grounds (if any) and such wells, temples, mosques, schools 
and other buddings which have been constructed either by private 
individuals for common use, or by local public authorities for the 
benefit of the whole village community. 

Then there are a large number of roads, canals, public 
buildings, gasworks, electric installations, public parks, museums, 
pubhclibraiies, waterways. Railways, Airways, and a host of other 
material requisites of life, which have been provided by the local, 
provinaal or central authorities, for the use and benefit of people 
m general. So, in forming an estimate of national wealth of any 
country, account has to be taken of all the elements mentioned 
above. This would, m consequence, increase the amount of 
wealth to a much higher figure than if these elements were not 
jncluded therein. In India, for example, there are numerous 
'irrigation works, like canals, tanks, and wells ; and also other 
highly valued public works, apart from forests, railways, posts and 
and telegraphs, telephones, which should all be included in forming 
an estimate of India’s national wealth 

But this is not all- Some economists- incline towards including 
uimer national wealth, certain free gifts of nature also — free gifts 
which have added more to their wealth than other forms of 
artificial wealth. Marshall writes in this connection, ‘ The 
Thames has added more to the wealth of England than all its 
canals, and perhaps even than all its railroads. And though the 
Thames is a free gift of nature (except in so far as its navigation has 
been improved), while the canal is the work of man, yet we ought 
. purposes . to reckon the Thames a part of England’s 
wealth ” In India the Himalayas, as the source of many of her 
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great liveisp can be included under an inventory of nationa 
wealth. The rivers Indus and Ganges have done more for 
Northern India than all human agencies taken together- They 
can be treated on parallel lines with the river Thames in England- 


German economists, however, go still further They do not 
confine themselves to including only material forms of wealth, 
individual or collective, artificial or natural, under National 
wealth ; but they also include certain non-material elements. 
Certain trade secrets, which are closely preserved by a nation; 
scientific discoveries which ate confined only to one nation and 
have not become the property of the world; and the organisation 
of a state which is peculiar to itself, are all included under 
National wealth by German economists. In this connection it 
may not be without interest to mention that although a large 
number of the late marcom’s discoveries in wireless telegraphy 
have become the porperty of the world, and so cannot be 
regarded as the nauonal wealth of Italy m the above sense, yet. 
there ate certain special discoveries which have not been made 
public, but which were taken advantage of by Italy dunng the 
Abyssinian War and in some instances in the present war also. 
They could be included under National Wealth when used in the 
broad sense. Also, it is as yet a secret how the long range guns 
used by Germany m the closing stages of the first Great War for 
bombarding Paris from a distance of more than 70 miles were 
constructed. In the retreat from France, these funs were totally 
destroyed by the German high command, so that they may not 
fall into the hands of the Allies, and their design may not be 
known to outsiders. The invention of pilot-less planes by 
Germany or of some giant bombers by America and England may 
be treated in like manners. 


Although It may sometimes be of benefit or interest to include 
such non-material elements like trade secrets and state 
organisation, under national wealth ; and although it may 
highly illuminating and perhaps eminently fair to include certain 
free gifts of nature like the ’Thames, or the Ganges, in that 
category ; yet. these elements introduce a great amount of 
vagueness in the notion of national wealth. .and do not help in 
the scientific comparison of the national wealth of different 
countries. For these reasons it is not very advantageous to use 
national wealth in this broad sense, except on certain occasions 
which demand a wider use of the term. For ordinary purposes 
national wealth should be taken to consist only of individual as 
well as collective property of the people comprising a nation 
which may be definitely brought into relation with the measuring 
tod of money. 

Causes of Variation in National Wealth When national 
, is taken to mean the aggregate wealth of all individuals 
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comprising a nation and also collective wealth owned by the 
community at large the same causes which increase or decrease 
the individual or collective wealth will also correspondingly 
affect the national wealth which is made up of these two 
constituents 

The character of individual, and also of collective wealth 
has undergone a great change during the period of man’s 
economic progress. Four stages of man’s economic progress 
have been chiefly marked out, namely hunting, pastoral, agri- 
cultural and commercial, In the hunting stage, the individual 
wealth consisted only of bows, arrows* fishing canoes, nets, skins 
and teeth or tusks of wild animals and things like that- Even at 
that stage, man realised, to some extent at least, the importance 
of his future needs If it were not so, he would not devote time 
and labour tOr make arrows, hows or canoes. But man's 
development from the economic point of view was of such a 
trifling character at this stage that its mention is considered 
necessary only on theoretical grounds* 

In the pastoral stage, conditions changed in certain important 
respects Bovine cattle especially, and their yield began to be 
regarded as man’s chief articles of wealth- If someone was to be 
rewarded by the reigning monarch, it was done by giving him an 
option of selecting a particular number of the very best cattle. 
However, the really important advance was made when man 
advanced to the agcicuUural stage. It may be mentioned in this 
connection that there is really no hard and fast line of 
demarcation between one stage and another. As a matter of 
fact, even during the hunting stage there were people and dasses 
who supported themselves by rearing cattle ; and during the 
pastoral stage there were a large number who were carrying on 
agriculture. There is thus a great deal of over lapping. What 
^is meant by dividing the history of man’s progress into a number 
of stages is merely to point out the dominant position of one 
particular method or way of living at a definite period, and 
nothing more- 

So, during the agricultural stage, land emerged from the 
category of free goods to economic goods, and as its demand 
increased, the supply of the best available land began to grow 
scarce and its value began to increase It will not be wrong to 
say that the beginning of an increase in the wealth of nations 
synchonised with the scarcity of a very important free gift of 
nature- This is the basis of attadc of some persons on the 
relation between wealth and welfare. Wealth began to increase 
, when welfare, measured in terms of goods freely available to 
mankind in general, began to decrease- But this is only by 
the way. 
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' With the development of agriculture arose the necessity of 
agticulcural capital, both in the fotm of cattle and implements 
and tools, and also in that of farm buddings, irrigation and 
drainage works, enclosures and other permanent improvements 
in land The rate of increase in wealth received a great pufh 
during this stage and upto the Industrial Revolution in England, 
near about 1760, the most important forms of wealth were 
cultivated land, houses, domesticted animals and also implements 
of production whether for use in agriculture or cottage industries, 
though they were not of very great importance- There were 
also a large number of boats and sailing vessels, which deserved 
to he included under wealth: and also diamonds, gold and silver 
which had come into use at this time Palaces of monarchs and 
their costly furniture and settings , the big houses of nobles and 
courtiers . the costly structures of places of worship, with 
sometimes their untold treasures which attracted the greedy 
invaders from far and near, had also assumed a great importance 


Wealth at this period was concentrated only m the hands of 
powerful monatchs and their nobles and courtiers. People, in 
general, possessed very hede of it and as money economy was 
not very much prevalent in those days, there was also not much 
occasion for the diffusion of wealth among the masses. 


The Industrial Revolution created a middle class which was 
not m existence before The manufacturers who produetd the 
commodities, the transporting agencies that earrud them to long 
distances and the traders who ultimately Acnd'd them over to the 
ultimate consumers or their servants, nowrgarae more and more 
into prominence The Industrial Revolution, while it gave man 
a greater control over nature and her forces, made it necessary to 
substitute the heavier and the more costly machinery for the 
lighter and cheaper ones. As mechanical energy began to be used 
in running the machines wpoden machines gave way before iron 
ones; wooden ships were replaced by steel bottomed ships, and 
the stage coaches made way for railways and steam engines. 


Mechanical inventions of the 18th century made it possible, 
and the increased knowledge of the technitjue of production 
made it desirable, to use the more complicated and the more 
costly types of machines, and elaborate for building the production 
of goods Transporting agencies also were revolutionised. The 
Railways and Steamships, Roads and Canals, afforded ready 
means of investment Money economy helped to a considerable 
extent the investment of surplus funds lying with people in such 
productive enterprises. At this juncture, or more strictly even 
before that, the institution of joint stock companies gave a great 
^ fflhp to this tendency Along wirii the power to save, which was 
gradually increasing in different countries of the world, though 
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in varying proportions, the opportumties to save were also 
increasing in number and character. When once an impetus is 
given to the accumulation of wealth, it takes a long time for its 
effect to die out. What usually happens is that the roomertuni 
once received goes on increasing with the lapse of time ; and even 
if nothing else is done, except leaving the investments intact 
when they are once made, wealth goes on increasing and ever 
increasing. This was the case in England, and later on in France, 
Germany, America, Italy and Japan. 

With the spread of -education, people began to realise the 
importance of future needs, and also began to appreciate the 
really economic character of more durable goods, in the long run. 
Provision, therefore began to be made even for distant needs, 
and far-sighted people began to make provision not only for their 
own future needs, when they retired from business, but also for 
those of their families, and even for the pressing needs of their 
country. With the lifting of moral ban from the charging of 
interest, capital began to grow rapidly, and under the inducement 
of increased gams on account of the accrual of interest the amount 
of savings increased considerably- 

The character of wants became more complex, but at the same 
time more refined Under the inventory of wealth, the articles 
of furniture and decoration assumed very great importance. Land, 
buildings, machinery ; investments m foreign countries, furniture, 
fittings and other movable possessions of individuals ; animals like 
cattle, sheep horses etc ; railways, toads, canals, public buildings, 
and other forms of collective wealth ; all swelled the national 
wealth of a country. Thus calculated the national wealth of 
Great Britain is approximately £20.000 million while that of India 
IS £10,000 million. 

' Cate o! India. We have discussed above the causes of 
variations in the nationaf wealth ofcountries in general. The 
case of India falls equally well under that description, but after 
the Industrial Revolution in England, in 1760, condition in our 
country became abnormal- The prevalence of peace and a calm 
atmosphere are important causes of the growth of wealth m any 
country ; but in India these conditions were totally absent till 
about 1857 After the break-up of the Mughal empire, wars 
broke out among different elements which tried to acquire 
political supremacy- The English came out successful from this 
struggle, and the English East India Company acquired political 
control over the country. But this did not bring in a peaceful 
era at once. On the other hand, a number of wars continued to 

4 be fought, both inside and outside the frontiers of the country. 
Then there v/as ihe Mutiny and the transference of the political 
power from the East India Company to the Crown- Conditions 
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improved, no doubt, after this transference, but still, wars conti- 
nued to be waged However, towards the last quarter of the 
19th century, normal conditions were restored. So, as far as India 
js concerned, the growth of wealth should be considered to have 
resumed its normal course from after, say, 1875. India was thus 
thrown more than a hundred years behind England and 
other countries. 

But this was not the only handicap under which India suffered. 
Even after normal conditions were restored in the country, the 
net result was that a foreign country acquired complete political 
and economic mastery over the affairs of the country. Naturally 
there could not be an increase in wealth or national income along 
the same lines in this country as had taken place in other coun- 
tries of the world, which were either independent, or had acquired 
the status of a dominion under the British Empire. The increase 
in national wealth of India only assumed the character of an 
increase in land values This, as pointed out above, is more due to 
the scarcity of land than any positive contnbution on the part of 
man On account of the growth of foreign trade, which consisted In 
exporting raw materials and importing bnished goods, the value of 
agricultural land began to increase rapidly. The destruction of 
cottage industries owing to the competition of foreign made 
articles increased the pressure of population on the soil and 
raised its value. This increase in the value of land, and so in the 
national wealth of India, at least to that extent, could not be 
attributed to the growing prosperity of the country. 

Railways, Canals. Posts & Telegraphs, Telephones, & Provin- 
cial public works had been constructed not by money raised from 
the country, but mostly out of borrowed money. They, there- 
fore, could not be reckoned as net assets- The system of culti- 
vation. on the whole, being primitive, the amount of agricultural 
wealth could not be very large. Factory production is of very 
recent growth in India, and stiU suffers from the vagaries of the • 
yearly budgets. None the less, the wealth of India as measured 
in terms of factory buildings, other private buildings, machinery 
and plants, furniture, fittings, animals etc . has begun to show 
signs of a true increase during the last 10 years, and specially 
dunng the present war there has been a great accumulation of 
wealth in the form of buildings and factories etc.. Their extent, 
however, is not definite as yet. 

Econemic Progress. By economic progress we mean the 
progress, development or refinement, as the case may be, m the 
production, exchange, distribution and consumption of wealth. 
The mainspring of all economic progress is the desire of an > 
individual to satisfy a want that he feels- When he feels a want, 
it usually means that he has also a desire to satisfy it. Hence 
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forward, much depends upon the character of these wants, and 
his readiness to put up refforts for their satisfaction In the 
earliest stages, man’s wants were few and simple- In conse- 
quence, his efforts to satisfy these wants were also direct and 
correspondingly simple With the lapse of time, the character of 
his wants changed, and bis efforts or activities also changed in 
character At a still later stage, his activities began to give rise 
to new wants and so the circle went on widening, and is even 
now going along the same line 

Passing from the hunting, pastoral and agricultural stages, we 
find that civilised man is now passing through a manufacturing 
or commercial stage. During all this period, great changes have 
come about in the methods of production, exchange, distribution 
and consumption of articles that he wants A study of these 
stages, and of the evolution of modern methods of production 
etc., of wealth is a study of the economic progress of manhind. 

Apart from the invention of fire, and of the art of writing, 
the most important invention of modern tunes has been that of 
the steam engine. The harnessing of steam for this purpose by 
man has revolutionised woild conditions. All modern activities 
of mankind are directly traceable to this invention. The deve* 
lopment in the means of transportation has been made possible 
by steam, and this in its turn has made the modern world what 
It is at present. All economic activities of man have undergone 
a radical change in character, on account of the phenomenal 
development in transporting methods. The once isolated or self, 
suff cicnt economy of the world has now absolutely given W'ay to 
international and therefore, interdependent economy Each 
unit of the world brought in contact with other units has not 
failed to influence it in its own way. to howsoever small an 
extent. , 

. . Labour and Capital have both become highly mobile in 
modern tunes, the latter much more than the former Old 
countries provided capital, and also labour, to newly discovered, 
or otherwise unexploited countries, benefitting both themselves 
and these other countries England, a rich and old country, 
provided capital and labour to the new world and her oth'er 
dominions and dependencies, and benefitted them and herself 
immensely Her financial position in the first world war 
received a thorough shaking but she still remained the first 
creditor country in the world. But during the present war 
England has lost her position as a creditor country Atnecica has 
^ccupied and is going to retain it with this supply of capital now 
6y one country, then by another markets developed and wealth 
of -^nations increased enormously- In course of time, these new 
countries became so far developed that they began to advance 
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resources to other less developed countries, and somftimes to the 
older countries when occasion demanded. An increased command 
over resources enabled a decadent or stationary population to 
increase, and the population of the world increased with big 
strides after the Industrial Revolution. With an increasing 
population the demand for products of various descriptions, and 
for land and houses and other producers* and consumers’ goods, 
increased considerably giving a still greater impetus to produc- 
tion all round. 

With the development of economic resources, and the 
increase of education and consequent mental equipment, mans, 
command over nature began to increase. Each successive 
invention and discovery opened up large fields for further effort, 
and man’s triumphs over nature have now become events of 
every day occurrence. Man now takes better diet, is better 
housed and clothed, and hjs living m general has improved very 
considerably indeed Those things which even princes could not 

afford jn medieval times arc now easily available to those who,, 
are prepared to make a very ordinary sacrifice m the form or 
paying a price for them. Some of them, like public parks* 
museums, street lighting, public radios concerts, public libraries, 
dispensaries, education, and so on are freely available in all 
advanced countries to individuals composing a nation. 

An ordinary man's breakfast, or an ordinary man’s clothing,^ 
18 composed of articles which have set hundreds of thousands of 
people to work, and required investment of hundreds of millions 
of pounds I Cheap railway and steamship journey cheap articles 
produced in more distant countries of the world, enjoyment of 
commodities and services made possible by latest scientific 
inventions and discoveries, at no price or veiy little price, penny^ 
postage, and a host of other amenities of life give an indication of 
modern economic progress. 

Effect of Economic Progress on Various Factors of Production. 

Land. 

The effect of economic progress on land has been different in 
different countries and will be discussed in relation to the condi- 
tions prevailing in a particular type of country A word of 
caution may not be out of place here in connection with the 
connotanon of the term economic progress. Improvement in 
the art of cultivation and development in the means of transpor- 
tation are both included under the term economic progress ; but 
as wc proceed with our discussion it will become evident tba? 
the effect of these two is different on land values or rent of l?^d. 

A general increase m population is also a feature of modern 
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' economic progress, as it is known that population has a tendency 
to grow, if unchecked, provided that means of subsistence or 
man’s command over nature and natural resources, increase In 
consequence, it will become necessary to discuss the effect of (a) 
agricultural improvements (b) development in the means of 
transportation and (c) a growth of population, on land and rent 
separately* 

(a) Taking agricultural improvements 6rst. it may be said 
that ordinarily the effect of such improvements is that the value 
of land rises* A plot of land, with enclosure all round and a 
good well inside, will clearly be more valuable, and will be in 
greater demand than one without any enclosure or a well So 
far it may be said without any hesitation that the effect of 
agricultural improvement is to increase the value of the 
land, and so to increase rent But if such improvements 
become quite general, and every plot of land is so enclosed 
and provided with irrigation or drainage facilities as the 
case may be. then the case does not remain so simple. By 
•^lese agricultural improvements the yield of land will cer* 
tainly increase. If there is side by side with this increased 
supply also an increased demand, then thete is no diScuUy* But 
if the da mand does not increase correspondingly, then the 
increnICsupply due to agricultural improvements will not find 
a ready market The result will be that some lands will go out 
of cultivation and their value wiU fall and the rents decline The 
margin of cultivation will fall and the total rental value of land of 
the country will also fall What is true of agricultural improve- 
ments in general, is also true of a change in the method of 
cultivation If there is a change in the method of cultivation 
only in a small area, the value of the yield of that land will 
increase, and with it the land value and its rent will also rise. 
But if this change in the art of cultivation is at all general, the 
result will be exactly the same as in the case of improvements 
jn^vgeneral 

(b) Regarding development in the means of transportation 
it may be said that it affects different countries differently If 

tt'a-nspc/it-atwr, ttiimett. Vwt> wiTAiies vn wire wi 'wVAc.bi 
almost the whole land has been brought under cultivation, while 
in the other there are still vast stretches of virgin soil lying 
uncultivated, or only very lightly cultivated on account of the 
absence of adequate demand for agricultural produce, then land 
values will fall considerably in the first country, and will rise jn 
the second. This happened in the case of England and America, 
;or England and India. After the development of intcr-oceanic 
Wvigation. taw materials began to be exported from America to 
E^land on the one hand, and from India to England on the other 
The result was that rents in America began to rise while those 
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in England began to fall On account of the competition ui 
agricultural produce from Amenca. raised 'on highlj fertile and 
virgin soils, lands in England began to go out of cultivation. So. 
the margin of cultivation began to fall in England and rise in 
America. Exactly the same was the case as between India and 
England. Owing to the development of means of transportation 
between India and England, both by Railways and Steamships, 
the demand for agricultural land increased considerably in India, 
thus resulting in a rise of rent and land values. This export of 
goods from India to England depressed rents and land values still 
further m England. , , ■ > 

This is. however, only in connection with agricultural land 
value and agncultiiral rent As fat as urban site rent was 
concerned it was not at all affected by the import or export of 
agricultural articles. It was governed by a demand for urban 
sites caused by the multiplication of factory buildings and an 
increased demand for house? for the growing population of towns 
and cities, In England, especially, the loss caused to landloriis 
by a fall in agricultural land values was more than made up by a 
very great rise in the value of urban site rents soared, 
enormously high 

(c) The effect of an increase in population on land is invariably 
to increase its value Even if the growing population is absorbed 
by rising industries, there is an mcreased demand for agricultural 
produce which results in an increase of land values and land 
rents In India population his increased enormously during the 
last 50 years ; but almost this whole increase has had to depend 
on agriculture alone. Many artisans have migrated from the 
towns to the villages and the pressure of population on the soil 
has increased still further In addition to all this, large quantities 
of raw materials arc raised from the land not only to feed the 
vast Indian population, but also to feed foreign mouths or 
foreign factories For this reason the increase m land value 
land rents in India has been very great indeed Owing to the 
great depression, before the war. land values and rents have gone 
down considerably, but the upward tendency may restart any 
moment as there has not been any fundamental change in the 
character of production, trade and commerce, of the country. 
Tenancy legislation further depressed land values m several 
provinces of India The present war has produced an upward 
trend but how far if will remain permanent has to be seen. 

I/ihour. ,, ■ 'v 

The effect of economic progress on labour has been very 
remarkable during more than one hundred and eighty years af^r 
the Industrial Revolution, but especially during the last and the 
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present centuries- The labouring classes have been raised almost 
from the lowest depths to a respectable place in society, in 
England, Amenca and Continental countries. The condition of 
worlcing classes towards the end of the 18th century was as 
deplorable in England and elsewhere, as it is at present m India ; 
but the constant endeavours, of the labour leaders on the one 
hand, and latterly, that of the State, on the other, have succeeded 
in giving labour a status which is quite respectable. The 
introduction of free and primary education paved the way for 
further progress The development m the means of transportation 
gave them opportunities to go and settle wherever a better 
opening presented itself But even when remaining in their own 
country they improved their lot considerably and after being 
properly organised became a force in their respective countries 

The introduction of machinery and steam engine took away 
from them the drudgery of the work, and the distinction between 
skilled and unskilled labour became verv narrow. Instead of 
skilled and unskilled labour. Marshall had to com new phrases to 
bring out the distinction, namely generalised and specialised 
ability When the major part of the work once done by a skilled 
labourer was taken over by a machine, the function of the labour 
remained only to look after that machine. For this no very great 
skill or ability of a high order or technical character was 
necessary ; what was needed was a general knowledge of the 
working of a machine and a robust common sense This Marshall 
called generalised ability By specialised ability he meant that 
sort of knowledge or skill which demanded a special training, as 
that which was required by old artisans or skilled labourers in 
previous times The unskilled labourers of England and America 
possess a considerable knowledge of the general working and 
techniques of machineiy m general, and so are in no way inferior 
to the once skilled labourers 

On account of the great demand for this type of labour, and 
thanks to the admirable organisation of the working classes under 
their respective organisafons, their wages, once very low, have 
now increased considerably, and at the same time the working 
hours have become fewer Inspite of high wages, and shorter 
hours. English labour is still cheap to the English employers, due 
to its high effciency. In this respect America is easily the first. 

The working conditions in factories have improved a great 
deal, and the employers on .the one hand and the State on the 
other have been prevailed upon to shoulder many of those burdens 
which in the 18th and 19th centuries were borne by the labourers’ 
Benefit Societies, or the early trade unions. The housing 
conditions hav’e improved remarkably, thanks to the Co-operative 
movement, which has enabled the English labourers to have the 
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satisfaction of owning their places of residence The co-operative 
store movement in England has done more for English labour 
than many other things put together. Labourers of the world 
are now m a better and much stronger position to bargain with 
their employers, as they and their leaders have realised full well 
the importance of collective bargaining. 

But although the condition of working classes has improved 
from the point of view mentioned above, it is nevertheless a fact 
that there is to-day a wide gulf between the labourers, as such, 
and those who give employment to them. During the guild 
economy, the difference between the status of an apprentice and 
that of the master craftsman was practically nothing as compared 
to that between labourers and capitalist employers to-day. In 
the guild economy, an apprentice after remaining with the master 
for seven years could become a journeyman, and then, after a few 
more years, could setup his own independent business anywhere 
he pleased. Labour had not been divorced from capital In 
modern tunes, however, all that has changed. We find a large 
class consisting of people who depend for their daily or weekly 
wages upon a much smaller class of people, whose interests, 
though often identical with those of the former, are sometimes 
diametrically opposed The labourers no longer command 
productive capital, as owing to the vast changes m the method 
of production and sale of the commodities produced, it has 
become entirely impracticable for them to control production, 
and own productive capital 

In India, for reasons mentioned in connection with land, the 
condition of labourers has not improved In all such matters it 
should be remembered that India is now passing through the 
stage that England and other European countries and America 
passed more than a century ago India has, no doubt, taken 
some advantage from the experiences of these countries, and, 
consequently, is in a better position to adjust herself to changed 
circumstances speedily and without as much suffering and 
travail as fell to the lot of other countries ; but still the earlier 
stages have to be gone through. Then, on account of the appal- 
ling illiteracy of the masses, labour iS not yet m a position to 
derive any great benefit from the experience of labour in other 
parts of the world The vast extent of the country, and differ- 
ences in religion, social customs, language and general outlook, 
from one parr of the country to another, are other difficulties 
in the way. 

With all that, it cannot be denied that even in India labour 
has, on the whole, benefited at least in so far that its general 
outlook has widened, and there is a desire, now rapidly increas- 
ing for a change. The Indian National Congress, especially 
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under the leadership of Mahatma Gandhi, has contributed very 
largely to the awakening of the masses The Congress socialists 
have done much to inculcate a sense of self-respect and self- 
conhdence among rural and urban labouring classes The specta- 
cular success of a socialist State like Russia in the piesent war> 
both m the military and political fields, is replete with interesting 
potentialities for the future The movement for the uplift of the 
masses, and the general improvement in the condition of culti- 
vators and labourers is expected to gather a great momentum 
after the close of the present war- 

Capital The nineteenth century may nghty be called the 
century of capital During these one hundred years, not only the 
demand for, but also the supply of capital increased tremen- 
dously. The costly machines elaborate means of transportation, 
massive buildings and modem amenities of city life, all created 
an enormous demand for capital But the same forces which 
gave rise to this great demand, also enabled the people to 
accumulate, and then invest, an equally great amount of wealth 
The demand for capital increases only m Arithmetical Progres- 
sion; but if capital is invested and then reinvested, its supply has 
a tendency to increase in Geometrical Progression, Given the 
poweti the will, and the opportunities to save, capital can go on 
increasing to any extent, provided that tbe demand for it also 
goes on increasing It should not be forgotten that capital can 
increase only through a demand font* During the 19tb century, 
therefore, both the demand for it and its supply went on increas- 
ing, with a tendency for its supply lo increase faster than its 
demand Tbe rate of interest, thetefote, instead of rising 
showed a tendency to fall At first England, then some European 
countries, and lastly America performed the function of the 
suppliers of credit to the world On account of the phenomenal 
development of banking and tbe Stock exchange, it became very 
easy for capital to move from one place and one industry to 
another. The system of joint stock companies enabled tho«e who 
had command over capital but bad no capacity for organising a 
business, to earn a decent profit and interest on tbeir capital. 

The amount of capital in India did not increase much on 
account of causes discussed in another connection. The trading 
community of India engaged m the export and import business, 
and in selling goods imported from abroad, prospered very largely, 
and whatever capital is found in India is mainly distributed 
among these classes There is no distinct class of manufacturers, 
or capitalist employers as such in this country, for the obvious 
reason that the countrv is still mainly an agricultural country. In 
big industrial cities like Bombay, Ahmedabad, Calcutta, Madras, 
Cawnpore, Nagpur and a few more, there is a special class of 
manufacturers, but it is noising in importance as compared to 
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the extent of the country. During the last decade this class of 
manufacturers has come into greater prominence. ' 

Banking has not developed in the country to the extent 
needed. Commercial banking has kept pace with the commercial 
development of the country, but there are no industrial banks, 
and no provision for industrial finance. The agricultural capital 
also has not increased much during the last century as the method 
of cultivation is still primitive, and costly implements and tools 
are not used as the cost ts almost prohibitive, keeping in view 
the general financial position of the agriculturists Social customs 
take time to disappear in every country ; but in a conservative 
country like India they will take a still longer time even to be 
modified in the right direction For this reason, a large amount 
of money, cr potential capita], is spent over ceremonial functions 
and productive work like railways, canab etc have had to depend 
for capital on foregin countries Marshalls’ remark in this 
connection are telling He writes ‘In India we find people who 
do indeed abstain from immediate enjoyment and save up 
considerable sums with great self-sacrifice but spend all their 
savings in lavish festivities at funerals and marriages. They 
make intermittent provision tor the near future, but scarcely any 
permanent provision for the distant future : the great engineering 
works by which their productive resources have been so much 
incrfased, have been made chiefly with the capital of the much 
less self-denying race of Englishmen’. : 

Organisation and Enterprise Economic progress has brought 
these two factors of production very much m the fore front in 
modern times Labour m the oidinary sense is associated more 
with the body than with the mind ; while organisation and 
enterprise are associated more with the mind than with the body. 
Obviously, therefore, economic progress has affected even to a 
greater extent that part of labour which has to do more with 
mind than with body. In ancient and mediaeval timer, even upto 
the Industrial Revolution, there was not much scope for the play 
of superior mental faculties, as the problems that man had to deal 
with were not at all complex. But with the advent of the modern 
era. conditions fundamentally changed. Markets became wide 
and problems of production highly complicated Not everyone 
could handle such problems and as the risk involved in production 
increased, not everyone could undertake those risks. A separate 
class of organisers and enterpnsers, therefore, emerged, whose 
members made it their special concern to handle such problems- 

As long as this class was small, the earnings of its members 
were very large indeed, but with continued economic progress 
this class -has got sufficiently enlarged, and, consequently, the 
earnlngS'of Its members are now not so large as they used to be 



iTATtONAL WEALTH AND PROGRESS 


54 § 


some time back Organisation, even, has now been reduced 
more or less to a routine, and the services of organisers are now 
valued in the same way as those’ of any other agent of production. 
They too have got their demand and supply price. But in certain 
fields of industry their earnings arc still enormous, and they are 
determined not by the force of demand and supply but by the 
element of personal rent. 

The risks of business have in one sense increased, as the 
extent of markets for commodities has become world wide, and 
during the period that necessarily elapses between the production 
of goods and their actual sale, any untoward thing may happen. 
During very recent tiroes a new element, in the form of currency 
manipulation, has been introduced which has created a great 
deal of uncertainty in the calculation of business men. But inspite 
of all this, the business morality and personal integrity has 
increased to such an extent that the reasonable calculations of 
distant producers are rarely falsified. 

- In India very little progress has been recorded in this 
direction- This has been due. among other causes, to the defective 
system of education prevalent in the country On account of 
foreign medium of instruction, the habit of original thinking has 
not developed among Indians generally. The natural intellect 
has had to contend against heavy odds, and it has rarely come 
out unscathed Wherever it has, we find new paths chalked 
out and ong'nal schemes placed before the world. Business 
opportunities have not been many in the country, and so business 
intellect has not developed to any appreciable extent 

Standard of Living. Economic progress and improvement in 
the standard of living ate inseparable from each other The 
ultimate aim of all economic acrivnies is the satisfaction of one’s 
economic warns As pointed out above, though m the beginning 
of man’s economic evolution wants give rise to activities, yet, in 
-Tucceeding stages, his activities begin to give rise to new wants. 
Thus the circle goes on widening, and with the growth of new 
wants, and the development of new methods of satisfying them, 
man’s standard of living also aoes on rising Consequently, 
during the laat century, the standard of living of all classes has 
undergone a marvellous change Not only have the poorer 
classes begun to take mote wholesome and nutritious diet, live in 
cleaner and more ventilated houses, and put on more decent 
clothes, but their general outlook on life has also considerably 
changed. The old system of serfdom having disappeared, the 
masses have developed a freedom of thought and action which 
f was totally absent before. 

i Among the well-to do classes, the rise in the standard of living 
IS manifesting itself in shghtly different ways. Ornamental 
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buildings and gaudy dresses arc gradually going out of use; while 
plain but commodious buildings, and plain but neat and decent 
dress is becoming the order of the day. Every one. in whatever 
walk of life, wants to eat, live, dress and work well, and there is 
a general spirit of emulation in this regard But where the desire 
for the satisfaction of material wants is not controlled by a rroral 
or religious bent of mind, the result has not been very happy. 
Emulation has degenerated into cn^y and jealousy, and an 
uncontrolled desire for more material gains has led to internal 
conflict and external wars. 

Even in Ind a, a very slow moving country, we find signs of a 
rise in the standard of living. There is a general desire among 
all classes of people for better living which includes everything- 
Western education, and association with western modes of 
thought, has contributed largely to this state of things. Where 
income has not increased, but. due to the desire for better living, 
expenses have gone up, the result has been harmful* But in 
many cases, men have been goaded on to greater efforts for the 
satisfaction of enlarged wants. It is a delicate question whether 
this change m the p ‘Oi'le's outlook is for better or for worse But 
if properly controlled and kept within limits, the present dicontent 
with the existing state of things m political economic, and social 
spheres is bound to be conduave of much good for the country 
under the present circumstances. 

A rise in the standard of living increases efficiency, which 
enables a man to earn higher wages These m their turn help 
him in maintaining or even in still fuither increasing, the 
standard of living This cycle can go on for a considerable time, 
if the person concerned can maintain the initial momentum and 
does not fritter away the increased wages in useless or even 
injurious pursuits, and does not allow himself more than ordinary 
leisure In the industrial dtstricts of India, labourers have been 
observed sometimes spending their increased earnings 
intoxicating liquors and drugs, and have failed to benefit from a 
rise in wages It is really for this reason that prohibition is a 
great and urgent necessity for India, 
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FOREIGN TRADE OF INDIA. 

There is ample evidence of India’s trade relations in ancient 
times with distant lands. Egyptian mummies belonging to 200. 
B C. are supposed to have been found wrapped in Indian 
muslin of the finest quality. There was a very large consump- 
tion of Indian manufactures in Rome The muslins of Dacca 
were known to the Greeks under the name of Gangetika among 
other countries with whom India traded were Chins, Persia, and 
Arabia The trade of India, as indeed all ancient trade, was in 
rate and costly commodities of comparatively great value in small 
bulk The principal articles o£ export were textile manu- 
factures, metal wares, ivory, perfumes, dye stuffs, spices, etc and 
the imports consisted of minerals, of which there was a defiacncy 
in India, such as brass, tin. lead, and also wines horses, etc. 
■^here was a net import of large quantities of gold which 
suggests an excess of exports over imports 

Duting the Mohammedan Period, the communications estab- 
^hed with India through the north west frontier, the improvements 
in the means of transport and the patronage of the Mogul Courts 
imparted a considerable stimulus to Indian-mdustries, particular 
ly to those which produced luxury goods and consequently the 
foreign trade developed to a great extent 

Towards the end of the 15th century the discovery of an all- 
sea route to India via the Cape of Good Hope, established the 
fateful contact between the East and the West. This was 
followed by the rivalry among the various powers of Western 
Europe, the Portuguese, the Dutch, the English and the French. 
The BntUh were successful in the struggle and they established 
"^iheir power in India. But by this time they were attracted by the 
linens and calicoes, the jewels and embroideries, woolen and silk 
manufacture and not by the raw materials. It was only in the 
18th century that there was an agitation against the Indian goods 
in England and India came to be looked upon as a valuable 
source of raw materials which changed the nature of India’s 
foreign trade. The first half of the nineteenth century witness- 
T j remarkable change in the character of the trade between 
India and England Hence forward, India began to receive these 
very commodities as imports which had hitherto bulked so large- 
ly in her export trade, namely cotton manufacture and sugar. 
Since this time there has been a steady growth in the volume of 
export and import trade due to the establishment of peace 
and order, improvement in the means of communication and 
transportation opening of the Suez Canal 
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Now after going through the history of Indian foreign trade 
let us enquire into its nature and characteristics 

As we all know India is pre-eminently an agricultural country 
and that fact dominates the course of its trade. The great export 
staples are the produce of the soil — cotfon, jute and seeds In 
the past, the out run of the soil was subjected to periodic checks 
from famines arising from the failure of rains. But the spread of 
irrigation produced a great change All over India progress is 
being made m irrigation works to give a much greater stability to 
Indian agriculture. 

Inspite of being an agricultural country, she ranks at the 
International Labour office at Geneva as one of the great 
industrial countries of the world- Her manufacturing industries 
are few in number and are concentrated m few areas, but they 
are of great importance. The largest ts the cotton textile industry, 
mainly concentrated in Bombay, followed by Abmedabad, 
Sholapur and Nagpur Next in importance is the jute industry.' 
Raw jute is a virtual monopoly of Bengal a^d mills arc situated 
in and near Calcutta A very large proportion of jute manu- 
facture IS exported The metallurgical industry is of more 
recent growth and is mainly concentrated at Jamshed- 
pur. This industry is mainly a home industry, though.Iarge 
quantity of Indian pig iron are shipped to the Far East. Indian 
Sugar industiy is of recent growth but it has developed by leaps 
and bounds, and India nov has not to depend much upon 
foreign imports. Therefore, whilst India is st.ll in the main an 
agricultural country, three quarters of her population is drawing 
their sustenance from the soil, her manufacturing industries are of 
large and growing importance, and their prosperity every year 
affects in an increasing degree the general prosperity of 
the people 

Despite the large mdustnal advance India’s prosperity 
depends, in the main on good harvests — and satisfactory 
prices for her commodities With the increase in irrigation 
facilities, and with the minimisation of the risk of famines, 
there has now generally begun to be sufficient produce to 
enable India to export her commodities to foreign countries 
which helps it to maintain a fair 'balance of trade.’ Before the 
war broke out in September 1939, India occupied no mean place 
on the map of world agriculture She led the world in the pro- 
duction of rice, as she did in the production of sugar cane, of 
' which as well as tobaco she was the third largest producer in, 
the world, while in the production of taw cotton she was second 
only to the United States of America Taking oil seeds, she stood 
first in the production of rape-seed and third with regard to 
linseed, of jute she enjoyed a virtual monopoly contributing 995 
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p. c of the total world production As for beverages India pro- 
duced both tea and coffee, her exports of tea during the three 
pre-wai years 1936-37 to 1938-1939 being on an average about 
328 million pounds per year. In the quantity of fruits she was 
poor but. in their variety, perhaps no country could claim to be 
richer. 


The following tables will clcacly show the exports and 
imports during the year 1937-33. 

• EXPORTS OF MERCHANDISE. 

Un thousands of Rs.) 
1937-38. 1938-39. 

Jute raw 


14.71.90 

13,39.67 

Jute manufacture 


29,07.76 

26.26.11 

Cotton raw and Waste 


29.77,26 

24,66,65 

Cotton manufacture 


9,29,30 

26,66 65 

Tea 


24,38,69 

23,29,05 

Seeds 


14,18.65 

15,09,22 

Gram pulse and flour 


9.48,89 

7,74.12 

Leather 


7.25,42 

5.27 68 

Metals and ores 


6.12,60 

4.91.04 

Hides and Skin, raw 


5,04.10 

3 84.67 

Wool, taw and manufactured 


3,72,37 

3,85,95 

Paraffin Wax 


51,34 

36,25 

Oil Cakes 


2.42,58 

3,01.20 

Lac 


1.6ai8 

1.26,65 

Wood and timber 


29.50 

26.66 

' Coffee 


54,59 

75.11 

Tobacco 


1,99,61 

2.75.63 

Rubber Raw 


83,83 

71.58 

Mica 


1,48,40 

1,14,12 

Fodder, bran and pollards 


9.46 

8,96 

Oils 


1.01,03 

1,03,37 

Spices 


93,48 

78.66 

Coir 


1,04,44 

96,01 

Dyeing and tanning substacces 


66,87 

59,11 

^ Other articles 


180,92,42 

162,79,16 
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• IMPORTS. 


Cotton and cotton goods 
Machinery and Mill work 
Oils 

Metals and ores 
Vehicles 

Instruments, apparatus and 

appliances 

Artificial Silk 

Wood raw and manufactured 

Paper and paste boards 

Dyeing and tanning substance 

Chemicals 

Hardware 

Wood and timber 

Silk raw and manufactured 

Drugs and medicines 

Liquors 

Rubber manufactures 
Glass and glass ware 
Arms ammunition and 

military stores 
Paints and painter’s material 
Tobacco 
Stationery 
Manures 
Toilet requisites 
Books printed etc. 

Salt 

Cutlery 

Matches 

Suget 

All other Articles 


iln thousands of rupees) 


1937-38. 

1938-39. 

27,44.91 

22,66,20 

17,-15.36 

19.04.78 

18.69.96 

15.62.41 

13,39.31 

10,86,52 

8.92.30 ' 

6,68,20 

6.13.36 

5.83,31 

4,87.49 

2,23.62 

4.14.87 

2,81.90 

4.14.71 

3.22,93 

3,94.06 

3.11,20 

3,32,82 

3.05.29 

3,31.22 

2.51,27 

2,98,26 

2,86,69 

2,85,63 

1.94.15 

2,36,17 

2,20,53 

2,30,34 

2,10,83 

1.88,99 

1.40,56 

1.51.88 

1.25,12 

1.27.78 

50.17 

1.01,86 

88,99 

85,48 

1.(M.55 t;v 

81.02 

67,04 

79.67 

1,0^17 

67,85 

66.06 

61.78 

58 92 

55.77 

37,80 

3a59 

25.64 

20,44 

23,52 

18,60 

45.58 

1,73.7876 

1,52,32,75 ’■ 
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From these two tables it becomes quite clear that there is (i) 
preponderance of raw materials in export and of manufactured 
goods in imports and (in excess of exports over imports 

The effects of these characteristics arc far reaching The deve- 
lopment of foreign trade has greatly affected our agriculture, 
the demand for a large number of Indian agricultural products 
has, to a great extent stimulated their cultivation- For example, 
the rise in the output of such agncultural crops as oil seeds, 
cotton, ]ute and tea, has been \ery largely due to a flourishing 
export trade This has, however, not been an unmixed good 
The production of commetaal crops for export has often 
retarded the prcduction of food crops which has not kept 
pace with the rise in population and progress of exports 

On the other hand, the import of machinery has helped the 
establishment of modern industries in India, such as the cotton, 
jute and steel industries. But the growth of imports in most 
other articles has been other than beneficial to Indian Industries. 
The imports of sugar have seriously affected the home 
industry for a long time The imports of cotton and woollen 
manufacture, though they have not actually caused a decline in the 
home industries, have certainly retarded their progress To 
put briefly, the growth of our export trade has, on the whole, 
done some good to agncultute but the growing import trade 
has been mostly injurious to our industries. 

Direction of Indian’s Trade: — A close study of India’s 
export and import reveals that during the pre-war period there 
was a tendency for both the import and export trade to be 
diverted from the United Kingdom to other countries. As 
regards the distribution of imports, the United Kingdom suppli^ 
at the close of the last century as much as 69 per cent of the 
Indian imports. The share of Germany was only 2 4 per cent 
• and that of United States 1 7 p c. Japan being nowhere with 
her 6 p. c- 

By 1913-14 we notice that a remarkable change has taken 
place. While the share of the United Kingdom has come down 
to 64T p c. the German share has increased to 6*9 p. c, and those 
of lapan and the United States. ta2.’6.u. c..earJi- Thiis.Ge.ii'aAn,^ 
occupies the second place to the United Kingdom m 1913-14. 
The share of Belgium, which supphed 3 9 p, c, of the imports in 
1903-1904 was reduced to 2*3 p. c while Java on account of her 
increased exports of sugar to India shot ahead and occupied the 
third place, contributing 57 p c. of the total imports m 1913-14. 

' After a temporary and partial recovery on the import side in 
the early post war period, the United Kingdom experienced a 
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set back and the progressive decrease in its share in the import 
trade was accentuated m 1926-27 by the prolonged ccal strike 
which seriously affected its industries, its share being 47 8 p c of 
the total import trade that year. There was a further decline to 
42 8 p c. in 1929-30 37 2 p c m 1930-1 and 35 5 p c. in 1931. 32. 
the decrease in the last two years being accentuated by political 
situation in India After that there was recovery in its share in 
the trade of India This recovery was partially lost in 1936-37 
and there was a steady decline in her share being 38'4 in 1936-37 
due to the reappearance of old rivals and the restoration of 
more normal condition of competition in the Indian markets 
Japan increased her share from 14 2 in 1933-34 to 17 p c in 
1936-37, while the participation of the U. S A declined from 6 7 
p. c. 1935-36 to 6 5 p c. m 1936»7. Germany advanced her share in 
imports for 9'2 p. c. to 9*7 p c. in 1936-37. 

Export — In the pre-war period export also showed a similar 
tendency towards diversion from United Kingdom. At the 
beginning of the present century, roughly speaking 2 9 p-c of the 
exports went to the United Kingdom 25 p c to continental 
Europe 24 p c. to the Far East and 7 p c to United States and 
remaining 15 p c. to other countries. By 1914 the United King- 
dom's share was reduced to 24 p.c , that of continental Europe 
rose to 29 p c ■ the Far East took only 17 p c , owing to the fall 
m the exports of opium and yarn, the share of the United States 
rose to 9 p c and that of other countries to 21 p c it will thus 
be seen that during this penod continental Europe gained while 
United Kingdom lost. The loss m the eastern market was made 
good by the gam m those of other minor countries. Germany 
which was third in the list in 1900 rose to the second place in 
1914 Japan showed a similar improvement in her buying capa- 
city and advanced from the sixth place to the third as a buyer of 
Indian goods China, on the other hand lost the second place 
which she had occupied in 1900 and ranked sixth in 1914. 

During the war, the tendency was for a temporary reversion 
of the trade to the United Kingdom and the British Empire as a 
result of the war-time purchases and special measures taken to 
facilitate them, including restrictions on trade with neutral coun- 
tries and the grant of credit facilities to some of the Dominions 
All this was reflected in an increase m the share of United 
Kingdom in the export trade from 23 4 p c m 1913-14 to 29'2 
p. c. in 1918, while the share of the Bntish Empire as a whole 
increased from the prewar average of 41*1 p c to 51*7 -p c 
Germany disappeared from the market altogether as a buyer 
from Indian market. The shares of France and Belgium were 
also reduced on account of the occupation of their territories by 
Germany, Japan and United States on the other hand, increased 
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their share from 9'2 p. c. and 89 p c. in 1913-14 to 12 1 and 13’8 
p. c. respectively in 1918*19. 

After the war there was a definite tendency towards diversion 
from the United Kingdom, which diminished its share to 
21*4 p. c in 1926-27 as compared with pre-war figure of 23'4 p c. 
After temporary increase (25 Op c-} in 1927-28 there was again a 
dedine to 21*4 p c m 192^^ There was rise from 21 8 p c. in 
1929-30 to 24 p c in 1930-31. 279 p c in 1931-32 and 32*2 p c 
in 1933 34 After having declined to 31*5 in 1935 36, it again 
rose to 32*2 m 1936-37 which showed a considerable improvement 
that year- Japan showed a striking improvement and the export 
increased from 7 2 to 15‘7 p c. The share of U S- A- which 
had shown some improvement in 1935-36 again receded and 
was 9'5 p c in 1936 37. Germany had smaller proportion of the 
export trade, namely 4'7 p. c- Belgium contributed 3*6 p c to 
India’s trade in 193^37 the percentage of France being 3 9 p c- 

To sum up the general trend of the Post War developments 
of India’s foreign trade, the pre-war tendency of a diversion of 
both the export and the import trade from the United Kingdom 
reasserted itself more forably than ever, especially on the side of 
imports, until 1931-32 After that there was tecoveiy in its share 
especially in the export trade of India The tecovety was 
partially lost in years preceding the present war, in the case of 
import trade, U- S A and Japan being the most formidable 
competitors of England in the Indian market Germany also 
regained her former position in respect of imports 

The position at Present — (Wat U and Indian Trade). 

During the present war India’s trade has been cut off from 
Germany, Italy, Czechoslovakia, Poland Belgium. Holland. 
Norway, Sweden, France and Japan and also with Malaya, 
Dutch East Indies and Burma Trade with Empire countries has 
greatly increased. Taking 19^-39 as the base, export of Indian 
merchandise to Empire markets increased by 34% in 1939-40 and 
47% in 1942-43* Imports have, however, fallen much below the 
pre-war level and the balance of trade has improved to Rs 64 5 
crores in 1942-43 compared with a negative balance of Rs. 3 
ctores in 1938*39- While the total volume of trade with U K. 
has not shown any increase on the whole, and has actually de- 
clined some what m 1942-43, the balance of trade in India’s 
favour has improved from Rs 9 crores in 1938*39 to Rs 40 
crores in 1941-42 and stood at crores in 1942-43, due to 
both an increase in exports as wdl as a decline in imports owing 
' to big purchases by His Majesty’s Government in the Indian 
Market, the actual favourable balance was even greater and led 
to the accumulation of a large balance of sterling with the 
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Reserve Bank in London. Export and import trade with U.S-A- 
have doubled in value compard with 1933-39 and the balance of 
trade with U.S-A. has turned favourable to the extent of about 
Rs. 9 crores- Import from U.S A. into India now tank in value 
only next to those from U.K» 

The whole political situation is changing with such a be- 
wildering rapidity that some of the old trends may be completely 
reversed and some new ones make themselves prominent 
Trade with the Middle Eastern countries notably Egypt. Iraq 
and Arabia has received a stimulus due to the cutting oS the 
Japanese supplies and improvement in the war situation in the 
Middle East* The Empire countries still constitute 'a large bloc 
with comparative freedom from exchange restrictions and drawn 
together in pursuit of a common aim; and India's trade with them 
may be expected to show a steady upward course. 


Appendix B. 

Coasolidattoo of Holdings. 

It is a well-known fact that the agricultural population of 
India IS extremely poor. The maj<'nty of agriculturists are 
peasant farmers who eke out a living from their incredibly small 
holdings with great difficulty The incredibly low standard of 
living of the rural population is due to the fact that the standard 
of cultivation of out country is extremely poor. 'The various 
factors capable of improving the yield of crops, such as better varie- 
ties of crops; better control of pests and diseases; better control of 
water supply for crops ; prevention of soil erosion ; better use of 
manures and fertilisers; better implements cultivation; and' 
better systems of cropping, in particular better rotations and the 
use of more fodder crops with the view of obtaining more farmyard 
manure have been tackled and considerable progress has been 
made, but in spite of all efforts the agriculturists’ income has not 
appreciably increased. He is still the poor man that he has 
always been. This is due to the fact that he cultivates a small 
holding. Not only are the holdings extremely small but these 
ate faagmented and the plots ate scattered over a wide area 
Whatever improvement is effected in agricultural technique is 
offest by, the disadvantages suffered owing to smallness of 
holdings and excessive fragmentation. The holdings are not 
compactareas but consist of a large number of tiny plots, 

The evils of a system of scattered and fragmented holdings 
ate too well-known to need any detailed elucidation- It has been 
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the bane of the agricultural system in India. It has prevented 
agricultural improvements and impeded progress It has depress- 
ed the standard of living, helped unemployment and it has incre- 
ased the costs and wastes of cultivation* It has made it difficult 
for India to adopt the methods of scientific agriculture which 
have revolutionised the systems of cultivation in the West. The 
system is responsible for a large waste of land in boundaries and 
a needless waste of time, money and effort. It involves large 
losses in human and cattle power- It prevents intensive 
cultivation, encourages agrarian disputes and litigation and makes 
protection of crops against theft and cattle almost impossible* 
Cases are not rare when even wells are partitioned by screens or 
bars at the top Cultivation becomes costly and difficult* The 
cultivator's energy and attention are divided and no permanent 
improvements are possibleunder the circumstances. All enterprise 
is chilled and cultivation is reduced to a gamble* 

The Agricultural Commission in 1926 made an e.thaustive 
enquiry into the problem and it found the position serious in 
almost all the Provinces of India But the position In the United 
Provinces was actually found to be the worst as compared 
with the rest of India. Basing its calculations on the census figures 
of 1921, the Commission found that the number of cultivated acres 
pet cultivator was as follows, : 


Bombay 

12*2 

Bengal 

31 

Punjab 

9-2 

Bihar * Orissa 

3-1 

C.P. 

8'5 

Assam 

30 

Madras 

49 

U*P* 

2*5 


Necessity of ConsoUdatioa. 

The consolidation of holdings is an indispensable condition 
,yof agricultural improvement. Without an economic holding the 
farmer cannot utilise his resources properly So striking indeed 
are the benehts of consolidation that if all the ordinary measures 
of rural reconstruction were put into one scale and consolidation 
of holdings into the other, consolidation would outweigh the 
ocher* Consolidation of holdings into compact blocks will enable 
intensive cultivation to be carried on* It will pave the way to 
the introduction of scientific agriculture* It will make cultivation 
easier by saving waste of time, labour and money in moving 
from field to field, from one end of the village to the other* It will 
encourage the investment of capital in land, lead to the sinking of 
more wells, save losses of land wasted in boundaries irrigation 
and cattle trespass. It will thus help to reduce litigation, 
* provide better watch on crops and prevent destruction of crops 
by stray cattle and wild animals. Cultivation will become less 
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costly and more profitable under improved methods of farming 
It wilHncrease the facilities of communjcation and create a new 
community spirit in the village- It will also provide parks, school 
grounds, playing fields, tanks, cattle yards, manure pis, village 
roads and other amenities of social life in the village. 

Methods of Consolidation 

Various methods have been tried in the different provinces of 
India to solve the problem- The best solution is the co-opiative 
consolidation of lioldings which has already worked wonders in 
the Punjab since its introduction in 1920 The Punjab has been 
exceptionally lucky in its Registrars. With such enthusiastic 
missionaries of co-operation as Calvert, Darling and Strickland, 
the Punj’ab has gone ahead in many lines of co operation 
particularly in the co-operative consolidation of holdings. The 
comparative homogeneity of soil and the simplicity of its tenure 
have also helped consolidation immensely in the Punjab The 
Punj'ab IS essentially a province of peasant proprietors. As a 
result of patient and determined work, the co-operative 
department there has achieved sinking results. The movement 
has now become very popular and the work of consolidation, 
which began on a very modest scale, is now acquiring momentum. 
In the Punjab the movement for the co-operative consolidation 
of holdings began in the year 1920-21, and by the end of the year 
1940 there were 1506 societies- The total extent of land holdings 
consolidated upto the end of that year was round about 13 lakhs 
of acres During that year 1 44 lakhs of acres were consolidated. 
The Government has provided special trained staff of inspectors 
to carry on propaganda in order to persuade holders of fragmented 
pieces to consolidate More than 800 000 acres have already 
been consolidated in the Punjab and there arc now more 
applications for consolidation than can be suitably handled by 
the department. 

In the Central Provinces and Berac also there has been a fair-t 
amount of consolidation work, but it is not through co-operative 
societies. The work is carried on there by a special staff of the 
Government under a special Act which provides for a measure 
of compulsion The Government of the Central Provinces in 
addition to the co operative consolidation of holdings as in the 
’hinffJo, Va 'Kuiifc'** "ifojv 'lurfiKi 

consolidation on a limited scale and under suitable safeguards. 
The C.P - Consolidation of Holdings Act passed in 1928, provided 
that of the total number of persons applying for consolidation, 
not less than half of them must be owners owning not less than 
2/3 of the land- In the Chattisgarh division alone, 11 lakh acres 
of land have been repaititioned in 1172 villages, and the average 
size of a plot was raised from 1/2 acre to 3’2 acres and the total ' 
numbet of plots brought down from 23*7 lakhs to 3’54 lakhs- 
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In the field of consolidation in the United Provinces, the co- 
operative department along with a few pru'ate individuals, has 
done the pioneer work- So far the work has been earned on 
without any special legislation, by means of voluntary persuasion 
alone. The first experiment was made in the Meerut Division 
and propoganda was started in 1924-25 for popularising the idea 
of consolidation in the three districts of Saharanpur, Mu=affar- 
nagar and Bulandshabr- The first society m U. P . was registered 
in the Saharanpur District m the same year and since then, the 
work has steadily but slowly developed. The work everywhere 
was setiosly handicapped from the very beginning by the lack of 
necessary staff- The Registrar of co-operative societies has 
pointed out that one great difficulty was the cultivators’ desire 
for soil of every class for the proper rotation of his crops An 
average village consists of three classes of soils, viz, clay loam, 
sandy loam and rice land The cultivator naturally wants all the 
three classes for his cultivation- He clamours for his share in 
every class of soil Irrigation facilities are also unevenly 
distributed in different parts of the village and hence the 
allotment of equi-margmal iriigation facilities is 3 stupendous 
task. All this makes it difficult to gather all the fields of a 
cultivator in one compact block and work has to be limited to 
putting his total fields of one particular class into one block. 
Thus he would have as many separate blocks as there are kinds of 
soil in the village. Thu is good so far as it goes, It is certainly 
better than what formerly existed At the same time it must be 
admitted that it is fat from the best solution of the problem. 

The number of consolidation of holdings societies has gone 
up from 182 to 218 of which Saharanpur has 52, Bijnore 98, and 
the rest are spread over ten other districts There were 15 
supervisors in charge of the work The number of plots have 
been reduced from 21042 to 2870 The total area consolidated 
so far is about one lakh bighas The advantages of consolidat- 
.-^n of holdings are increasingly being realised. In the U,P the 
societies ate registered only when the proposals for consolidation 
are complete and have been accepted by every member, 
and possession has been actually transferred under the 
scheme. The work is done by persuasion Work is now being 
earned on in 13 distrjrts of the province viz. in Bjjnor, 'Moisdahad, 
Bareilly; Badaun, Bulandshabr, Agra, Saharanpur, Rai-Bareilly 
and Musaffatnagar, Etawah. Meerut. Fatehpui and Sultanpur. 
Two facts have greatly retarded our progress The first is the 
inadequacy of our staff The second factor which made for slow 
progress is the inherent limitation of the method of voluntary 
persuasion and the total absence of compulsion- As the una- 
nimous consent of all the members is a condition precedent to 
*the registration of a society, it has very often happened that the 
obstinacy of one or two members has frustrated or upset the 
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patient and laborious work of months together. For these 
reasons the U.P. Government have recently passed a new legisla- 
tion vir. the U P. Consolidation of Holdings Act (VIII of 1939) 
and It IS expected that the new law will give a considerable 
impetus to the movement in the near future. Although it has 
introduced a limited amount of compulsion yet we must always 
recognise that we cannot, and we ought not to, rest on compul- 
sion alone. Compulsion must be a supplement to propaganda and 
education It cannot be a substitute for it- 

The U.P. Consolidation of Holdings Act of 1939, seeks to 
provide for the development of agriculture through consolidation, 
which is defined as the re-distriburion of land between the culti- 
vators in such a way as to make the cultivated area more 
compact. The proprietor of a village or mabal or the Lambardar 
or the cultivators of more than one-third of the cultivated area 
in a village may applv for consolidation to the consolidation 
officer to be appointed by the Local Government- The Collec- 
tor, on his own initiative, may also direct consolidation proceed- 
ings — after due notice to the parties concerned The Consolid-* 
ation Officer shall make every attempt to ensure that, as far as 
possible, each cultivator is given land suitable for the cultivation 
of the principal creps grown in the village and that the valuation 
of the holdings allotted to a cultivator is equal to the valuation 
of his original holdings. Where this is not possible, monetary 
compensation shall be awarded to equalise values so that the 
cultivators who get more value for their original holdings are to 
pay compensation to chose who get less- After the. scheme is 
prepared it shall be published both in the Consolidation Officers’ 
office and in the village where it can be inspected by anybody 
and any objection to it may be filed within one month from the 
date of publication. Such objections shall be considered and_ 
deaded by the Consolidation Officer in the village in the pre- 
sence of the patties themselves and the scheme shall be modified 
as may be found necessary in the light of the objections sub^ 
mitted This is a very important provision because the legisla- 
ture felt that the consolidation scheme cannot be satisfactorily 
framed except in the village and m consultation with the culti- 
vators after they had sufficient time to discuss among themselves 
how a consolidation can best be made, Tbe work demands 
iaSniCe pst^^nce an^ the sfszfows? oi jjmfxarby tact* -Nn 
man should be left to grumble and the grievance of every one 
should be removed, as far as it is humanly possible to do it. 

The act has not yet been enforced but it is hoped that the 
work will now proceed rapidly in the U P- and that consolidation 
will have substantial results to show in the near future. It is 
clear that voluntary consolidation through the co-operanve 
department or compulsory consolidation through the new Act 
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will both work on the positive side of the problem. the 
consolidation of holdidgs already scattered and fragmented. The 
preventive side of the work must be eaually, if not more import- 
ant, viz., the prevention of holdings now consolidated from being 
fragmented again in the future by the process of inheritance. 
Unless this is provided for, we would only be ploughing 
the sands on the seashore and all our work would lead to 
no permanent results. To that end, unfortunately we have not 
made progress yet. 

Madras has taken the lead in India, and js maintaining it, m 
several branches of co-operative activity, but consolidation of 
holdings is not one of them. Foe over twenty yeats this subject 
has been talked about in this province but little has been achiev- 
ed. By 1940, theie were altogether 22 societies of this type 
in 13 districts. A special staft of Inspectors recruited from the 
Revenue Department was working in the districts of North 
^Arcot, Trichonopoly, NcUore, West Godavari. Anantapur and 
Ramnad. In North Atcot 234*01 acres consisting of 1009 plots 
were consolidated. While the iDiniro'um holding before con* 
solidation was 0-01 acre, it was 0T4 acres after consolidation* 
The number of persons who resorted to consohdation was 112. 
No more progress was made elsewhere, the total extent of land 
cosblldated m all the ocher districts being only about 142 acres. 

Why is It that Madras lags so far behind, though the subject 
had been mooted more than 20 years back Fundamental doubts 
have been raised as to the need for consolidation of holdings m 
Madras by a section of administrators who hold that the evils of 
fragmentation are not so serious in this Province as in the Punjab 
or the U.p. It is often argued that fragmentation is inevitable, 
and also equitable, in a province like Madras which has a greater 
variety of soils, and of water resources than the Indo-Gangetic 
■■'plain with its alluvial loam, more or less homogenous stretching 
for miles and miles, and its canal systems- We have often, it is 
said, in one and the same village alluviuh black cotton soil, ted 
sandy and saline soils, of various degrees of fertility and reacting 
differently to rivet and well water. This diversity facilitates and 
necessitates the cultivation of a variety of crops, which any 
farmer would like to grow foe himself not only to cater to his 
different needs but with a view to spread the risks from pests 
and uncertain weather- Again some waste or pasture land, if 
not also wood land, is considered as an essential appurtenance 
^ trf arable land, not only in this country but in all other countties, 

% The above arguments in favour of fragmentation deserve 
carefulconsiderationatthehandsofagricultuialreforms Surelyit 
cannot be difficult to divide any South Indian village in the plains 
into three or four blocks of arable land with different degrees o( 
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fertility or lying in different levels or irrigated by different 
systems, and proceed to reallocation of holdings in such a way 
that nobody need be refused any particular kind of arable land 
of w’hich he had owned a fragment unless it was too small 
and it was better to allot a compact holding of workable 
size in one block As for waste land or pasture or wood 
land, no reformer contemplates the pooling of all of them 
together just as no one would mix up wet and dry and 
garden lands- Every owner of plots in these lands is bound to 
carry on much better if he gets a compact field in each in place 
of a number of fragments It is indeed the only chance of mak- 
ing improvements in them- 


Appendix C. 

DIAGRAMMATIC PRESENTATION OF THE DEMAND 
AND SUPPLY THEORY OF VALUE UNDER 
COMPETITIVE CONDITION. 

(a) Market value : — 

This means that the supply of a commodity can neither 
increase m response to an increased demand for iti nor can it 
be withdrawn if the demand for It declines The existing supply 
IS fixed for the day at least This is usually the case with articles 
of a perishable nature, like fresh vegetables, fruits, fish. etc. 
What happens in such cases is that die price of the commodity 
increases with an increase in the demand and decreases with a 
decrease m the demand This is represented diagrammatically 
as under- 

The normal demand and supply curves DD' and SS' intersect 
each other at M'. This means that usually OM’ amount of the 
commodity vs supplied and the 
same amount demanded at MM' 
price per unit- 'It,' However, on 
a particular day, the demand for 
the commodity rises, which is 
shown in the above diagram by 
moving the old demand curve 
to the right, and, as mentioned 
in the beginning, the supply of 
the commodity cannot be in- 
creased, then the existing sup- 
ply will sell in the market 
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at the enhanced price represented by QM'- Q is a point on the 
new demand curve dd’ represented by dotted lines There being 
no time for the supply to increase! the existing supply will 
Sell at a higher price per unit- The increase in the price is 
measured in the diagram by QM- 

If, however, the demand falls, the demand curve may be 
moved to the left- The new demand curve under such conditions 
Is ee'; and it meets MM' at P- PM' is, therefore, the price 
at winch the existing supply OM', which cannot be withdrawn 
in spite of a fall in price, will sell per unit 

It should be lemcmbeted that the form of the supply curve 
that is to say the nature i 

of the conditions under 
which a commodity is 
being supplied, does not 
affect the principle dis- 
_cussed above In every 
case an increase m the 
demand will inctease 
the price of the existing 
supply and a decrease 
wiU lower it whether the 
• commodity is being pro- 
duced under increasing, 
constant or diminishing 
cost The above diag 
tarn shows that the com- 
modity in question w 
being produced under 
.conditions of increasing 
cost That 15 why the 
supply curve is ascend- 
rinfiy For the sake of 
convenience the other 
two curves, under con- 
ditions of constant and diminishing cost*are also given below. 

(b) Long period value 

Hej:e.we.sjujjjasAri3nrvr.h«.c<».»a.aiJiE/uft.0A frvi *-J2 a vup0i} 

to increase or decrease in response to an increase or decrease 
in the demand for it- Its supply will increase if there has 
been an increase in the demand for it, and will decline if 
there has been a falling off in the demand- So we are faced 
■'^Wtth three possibilities If the commodity is subject to in- 
creasing costs. Its price will ultimately rise if it begins to be 
produced in larger quantities ; it will remain the same if it is 
subject to constant cost ; and it will fall if it is being produced 
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under conditions of diminishing cost. On the other band^ 
if under the influence of a fall in demand, a smaller quantity 
of the commodity begins to be produced, then its price will 
fall if it is subject to increasing cost ; it will remain the same 
if it IS subject to constant cost ; but will increase if it is being 
produced under conditions of diminishing cost. 

Referring again to the curves given below we find that 
in curve No 1 which gives conditions of supply under increas- 
ing costs, the new demand curve dd*. when there is an increase 
m the demand for the commodity and there is also suffiaent 
time for the supply to increase, touches the supply curve at 
a new point P which now becomes the new point of normal 
equilibrium. At this point when OP' amount is produced and 
the same amount is consumed and the price ner unit is PP' which 
IS clearly greater than MM', the old price- This shows that 
with the production of increased quantity the cost of produc- 
tion per unit increases, and so the price has to be fixed higher. 
If there were a fall m demand, the new curve ee’ would 
meet the supply curve at Q : the price would then be QQ' wlhiJi’»»~ 
would be smaller chan MM'- 

In curve No- 2 , where the commodity is being produced 
under constant cost, there is no dtfiference in the cost- Under 
an increase in demand the new equilibrium point is P, but the 
price PP IS equal to MM'- The only difference produced by, 
an increase in demand is that while formerly OM’ amount was' 
produced and sold, now OP' amount begins to be produced and 
sold Likewise in the case of a fall in demand the price is 
QQ' which IS again equal to MM’. The only difference, how- 
ever- is that the amount produced and demanded has decreased 
from OM' to OQ'. 

In the third curve which shows the tendency of the supply- 
towards diminishing cost, an increase in the demand and so a 
consequent increase m the supply results is a new equilibrium 
point which shov;s a low’etmg in the price. The new eqCllr' 
brium point is P and the new price is PP' which is smaller 
than MM'- This is what production under diminishing costs 
really means If, however, the demand falls off, and the pro- 
ubiA^iinr .mintniW Ah!‘,5iU'-e*.sf .fvVtd .hyihn- <ip' 

new equilibrium point Q, and QQ" is clearly greater than MM'. 
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DIAGRAMMATIC REPRESENTATION OF THE DEMAND 
AND SUPPLY THEORY QF VALUE UNDER 
MONOPOLISTIC CONDITIONS. 

(a) Monopoly value under increasing costs’— 

If the monopolist de- 
cides to produce OM' 
amount of the article, 
his cost of production 
per unit will be PM’, 
and the total cost of the 
entire amount will be 
OM'PP'. We disre- 
gard for the moment 
the triangular area 
PP S as It will not 
affect our result So 
the total cost of pro- 
duction beingmeasuted 
by the rectangle OM' 

PP\ the total value for which the amount OM will sell 
in the market at MM price per unit will be measured by 
OM'MK Deducting the total cost from the total exchange value 
we get the rectangle PMKP' This represents his monopoly 
gains if he produces OM' amount of the article, But if he decides 
to produce less, say. only upto OT then his cost of production of 
OT amount will be measured by the rectangle OTQQ'. while 
the total exchange value at which the amount OT will seU in the 
the market is represented by the rectangle OTRR Now 
deducting the total cost OTQQ'. from the total exchange value 
OTRR' we get Q'QRR' This area represents the monopoly gams 
of the monopolist He will now compare these gams with those 
•when he produced OM’ amount- If he finds the former gams 
larger in amount he will restrict the production. He will compare 
the rectangle QQ'RR' with the rectangle P’PMK We find that 
P’W’WK IS common This may be taken out. He has to compare 
the two rectangles QW'P' and KWRR' with the rectangle 
W'PMW. We find that even one of the two rectangles, 
KWRR' is greater than the rectangle W’PMW- Clearly* 
therefore, he will restrict the production to OT as his monopoly 
gains in this way will be larger than if he produces OM' amount. 

(b) Monopoly value under constant costs: — 
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If he produces OM' amount, his total cost is OM*PS, while 
the total exchange value is represented by OM’MIC His 
monopoly gains therefore are 
represented by the rectangle j* 

SPMK which we get after dc- ^ \ 
ducting OM’PS from OM’MK. \ 

If, however* he decides to pro- \ . 
duce only upto OT, then his ^ 
total cost will be OTWS' while 

the total exchange value will k 

be represented by OTRR' The 

monopoly gams in this case f — ■ — — t — ^ 

will be OTRR' — OTWS'— 

SWRR'. Now comparing the 

two. rectangles SwRR' and ■ 

SPMK which represent mono- ♦ t " * 

poly gains in the. two cases, wc 

find that-S'WWK is common, and KWRR is clearly greater than 
W PMW. He will, therefore, under these conditions of demand 
and supply, prefer to restrict his supply. 

(c) Monopoly Value under dimimshing costs ; — 

If ^e produces OM’ amount, the total cost is OM’PP’ and the 
total exchange value is represented by the rectangle OM'MK. 
His monopoly gams are 
therefore represented 
by the rectangle P'PMK yK 
which we get after \ 

deducting OM’PP’ from n. 

OM'MK. If however, r- 
he restricts his supply 'X 

and produces only upto _ » n 

OT, the total cost will a- 

be represented by the o — j-. 

rectangle O T W ’ Q , V 2 — * p* 't 

while the total ex- 
change value by the 
rectangle OTRR'. His 

monopoly gains will be o r r x 

QW'RR’, Now Com- 
paring the two rec- 
tangles, QW'RR' and PPMK we find that QW'WK is common, 
and the two rectangles FPMW and PTWQ ate clearly greater than 
the single rectangle KWRR'- We thus reach the conclusion that 
m the case under consideration the monopolist will not restrict} 
his supply upto OT, but will produce upto OM' in order to reap 
a large monopoly revenue. , 



Appendix £. 

WATER TRANSPORT IN INDIA. 

The importance of transport from the economic, military, 
administrative, cultural, and social points of view is hardly m 
need of special emphasis. * In fact, the prosperity or otherwise 
of a nation is closely linked up with its means of transportation 
in the present day commecci^ world. Of the different modes 
of transport water ways play no mean a part. Nearly all the 
countries of the world have paid attention to develop their 
waterways, not only oceanic but also in land. The United States 
and Canada share the magniheent waterways afforded by the 
Great Lakes, whilst France and Germany have the best developed 
systems of canal and navigable rivers in the world In respect of 
shipping transport also America England, Canada, Japan, France 
and Germany are m the forefront. As regards India, she is 
nowhere on the list. But it was not always so* In the past 
Indians were a nation of sea-faring people and daring colonizers* 
They possessed huge ships which carried goods to far off lands. 
Speaking of the period at the death of Akbar, Moreland points 
out that the great bulk of the commerce in Indian Seas was 
carried in ships built m India, and that India had also great 
passenger ships much larger than any m contemporary Europe 
with the exception of the ships built by the Portuguese But, 
says Mr Taylor, ‘‘The arrival m the port of London of Indian 
produce m Indian builc ships created a sensation among the 
monopolists which could not have been exceeded if a hostile 
fleet had appeared in the Thames. The ship builders of the port 
of London took the lead in raising the cry of alarm; they de- 
cleared that their business was on the point of rum, and that the 
families of all the ship wrights in England were certain to be 
reduced to starvation” The cry prevailed. The Court of 
Directors opposed the employment of Indian ships in the trade 
between England and India. Consequently, in course of time 
India lost her naval supremacy. As regards the inland water- 
ways. they received a death blow with the development of rail- 
ways Thus, m course of time India became backward in respect 
both of inland waterways and marine transport. 

Inland Waterways — As regards the inland waterways^ India_ is 
not favoured to the same extent as England with rivers which 
serve the purpose of natural waterways. It is stated that there 
arc about 26,000 miles of navigable waterways in connection with 
me great river systems of Northern India. The Indus the 
ranges, the Brahmaputra, and Irrawaddy are navigable by 
iteamers all the year round, or for the greater part of the year, 
:or hundreds of miles above their mouihs or above the heads of 
lavigable canals traversing their dtUaa. Thus the Indus is 
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constantly navigable as high os Dcra Ismail Khan» 800 miles 
inland. Its tributaries, the Chenah and the Sutlej, are open to 
small craft all the year round The Ganges is navigable as hi^ 
as Cav7npore and steamers pass up the Gogra as far as Fyzabad- 
The Brahmaputra is navigable by steamers as high as Dibrugarh 
and there is steam navigation on its tributary, the Surma, as 
far inland as Sylhet and Cachar- The Hooghly is navigable 
all the year round upto Nadia and further up from July 
to October. 

The rivers in the Penninsula, however, are unfit for naviga* 
tion on account of seasonal character of their flow and rocky 
beds on which they flow The Mahanadi. the Godavari and ^e 
Kistna ate indeed navigable in their upper teaches, but the tramc 
on them is not very considerable. 

In addition to these somewhat restricted facilities for river 
traffic in the country, there arc all round the ccast innumerable 
small nvers. creeks and back waters affording facilities for 
water transport which are fully utilized by s.mall native craft 

Inland waterways were very important before the advent of 
the railways in India There were several important cities in 
India which were situated on the banks of the nvers and were in 
a flourishing state but now they have lost all their importance. 
The Industrial Commission point out — 'In the absence of a re- 
present^gtive specially charged with their interests (that is those 
of the existing waterways) the vested interests of the railways 
have pcevecitea waterways m India from receiving the attention 
that has been given to them m other countries with such satis- 
factory results." The Acworth Committee also point out that 
waterways have suffered by unfair competition on the part of the 
railways and they cite the case of the river port of Bioach in 
Bombay and the Buckingham Canal in Madras in support of thehy 
contention. Speaking at the Road-Rail Conference held at Simla jn 
1933 Mr. Sumner, representative of Inland Steamer Companies, 
pointed out that where the interests of the existing or intended 
railways were considered to be at stake by the Provincial Govern- 
ments they were not allowed to ply He said, ‘‘Sir. I do not think 
it necessary for me to take up much time m referring to the great 
disappointment with which we, in Calcutta, view these opinions. 
They seem to say, in effect, that no development of trade as 
towards the rivers, no quesrions of shorter or more natural traffic 
results, no consideration of public interests or convenience, no 
action m making use of Nature’s High Ways which other coun- 
tries regard as priceless possessions, must be allowed to interiere 
with that one 'all-important factor, the interests of the Railways- . 
Railways too, which may not yet even be in cxistence^^ u 
which may conveniently be constructed at some future date. 
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At one time there was a good deal of agitation in favour of 
navigable canals- Sit Arthur Cotton, the architect of 
the magnificent Kaveri and Godavari works prepared a scheme 
of navigable canals which was put before a Parliamentary 
Committee in 1872 He estimated that a capital outlay of not 
exceeding £30030.000 would be required to construct all 
the necessary navigable canals. The scheme, however, was 
dropped on account of the heavy capital expenditure and also 
because the experience of the Englishmen of their own country 
was in favour of the railways* 

There are only a few navigable canals to-day, such as the 
Ganges Canal from Hardwar to Cawnporc, and the Buckingham 
Canal parallel to the east coast in Madras The irrigation canals 
are unfit for navigation because they are not very deep and 
because they pass through areas which are not commercially 
important Conditions axe. however, more favourable in the 
deltaic tracts of Bengal. Orissa. Sind and Madras* In Eastern 
Bensal particularly there is considerable scope for connecting the 
-'canals so as to improve the navigation facilities in connection 
with Its great river system 

Inspite of the physical limitations imposed upon inland navi- 
gation in India there is still some room for improvement m the 
existing waterways The Industrial Commisssion recommended 
that the Government of India should take up the question and 
see to It that the railway and waterway administrations work 
together harmoniously for those parts of the country which are 
served by both, ana that the proposal of forming a waterways 
Trust should receive careful consideration. Inland waterways, 
propeily developed would relieve any congestion in the railway 
system and serve the needs of small scale transport m the country. 
Regulation, development and control of the rivets and waterways 
through Piovincial and Inter-provincial Commissions for the 
benefit of agriculture and industry has recently been suggested by 
the National Planning Committee. 

Maiiae traasport —The great maritime importance of India 
is as old as her civilization. She flourished in the past as one of 
the most out standing sea-faring countries of the world and 
occupied a commanding position as a maritime nation, which she 
till the early years of the I9th century* It need, 
hardly be stress?d that the peculiar geographical situation was 
largely responsible for her naval supeiemacy The entire southern 
region of rhe country has capered down into a peculiar penninsula 
developing a coast-line extending over 4000 miles, a coast 
line which any nation in the world might well be proud of. The 
«obvious and natural advantages of such an extended coast line 
with suitable site for the harbour^ were realised in the early 
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times by the intelligent and enterprising Indians who were not 
slow to make the most of it. The result was the develop 
ment of almost a monopoly in marine trade in the waters of the 
old world-monopoly which the Indians enjoyed even a century 
and half ago- 

-■ As a matter of fact, the navy and the mercantile marine 
continued to receive regular attention in the times of Mohain- 
raadan rulers and *even of the East India Company- It was only 
in the course of a century and half that not only did India lose 
her supremacy hut she degenerated into the most backward 
maritime nation in the world. She is now completely at the 
mercy of the foreign shipping companies for carrying almost the 
•whole of the export and import trade. Even a very large 
fraction of her coastal trade is now being carried on in vessels 
owned and managed by non-Indians, excepting, of course, a few 
repairing workshops — an industry in which the Indian’s speaal- 
iscd and excelled from time immemorial. 

The introduction of iton-huilt ships deprived India of her* 
differential advantage in respect of plentiful supplies of excellent 
timber The rapid improvement in naval architecture and the 
introduction of mechanized sea transport, the jealousy of the 
British shipping interests and the operation of the British Navi- 
gation Acts, which were applied to India as she came more and 
more under British control may be regarded as the chief causes 
which led to the decay of Indian shipping. 

The sea borne trade may be divided into two heads • (1) the 
coastal trade and (2) the ovet-sea-borne trade* It is quite intelli- 
gent that the volume of the coastal and over sea trade of India 
possessing an extended coastline of <1000 miles and rich in 
mineraU and raw materials cannot be small. The total value of 
the sea-borne trade of India in merchandise and treasure was 
estimated at Rs. 639 85 crores for the post-war average It ha^-, 
seriously declined in recent years on account of the economic 
depression. Its total value in 1939-40 amounted to only Rs 429 46 
crores The total tonnage of entries and clearance of vessels into 
' and from the maritime provinces of India amounted to 22 100000 
in the year 1938-9. In spite of this big volume of trade Indian 
^nare in Vc is Tiot apprecirfr^ie- it 'nas ’oeen estimated that the 
share of Indians in the coasting trade amounts to 25 per cent and 
in the oceanic trade to about 4 per cent. The total shipping 
eatmngs have been estimated at Rs. 57 creres, of which 50 
crores IS earned away by foreign steamship companies 

The coastal and over sea trade of India is a monopoly of the 
shipping conference in which Indians are not allowed to lake, 
part- This conference has the aim of encouraging the carrying 
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of goods m the ships belonging to the members of the shipping 
conference This is done by the Deferred Rebate System 
Under this system the British shipping companies have formed a 
cominittee among themselves ; this shipping committee pro- 
mises to pay back certain percentage of the totjl freight paid by 
the shippers under certain conditions dictated by the company 
Itself. The lure of such concessions and rebates is so very great 
that a diversion from this simply with a view to foster indigenous 
enterprise is difficult and impracticable The appeal to nationality 
to the private trading concern with their eyes always turned to 
the margin of profit cannot after all be permanent. Another 
obstacle to the development of Indian shipping is the rate cutting 
or the rate war policy adopted by the foreign shipping companies 
and the absence of any control of rate war by the Government. 
The rate cutting policy is an effective and infallible method of 
crushing unprotected shipping industry. 

The repeated attempts of the indigenous shipping companies to 
obtain a footing in the coastal trade of India— a trade about which 
the Indian Mercantile Marine Committee of 1923-24 pointed out- 
“In nearly all other countries coastal trade has been reserved for 
the ships of that country. The coasting trade of a country is 
regarded universally as a domestic trade in which foreign fiags 
cannot engage as of right but to which they may be admitted as 
an act of grace’’.“-have been systematically frustrated owing to 
such indiscriminate rate war launched upon by foreign shipping 
companies in this country. In this connection no example is more 
adequate than the fate of Scindia Steam Navigation Company 
with which we are all conversant. The company started its 
career as a small shipping concern engaged in coastal trade, and 
received a good deal of support and co-operation of many ship- 
owners which indicated a fair promise Within a short time the 
company increased the volume of Its business to such an extent 
that it was quite sufficient to serve as an impetus to other mush- 
. room companies which came into being very shortly afterwards. 
Alarmed at these new moves of the Indians which threatened the 
shipping monopoly in the near future the foreign companies lost 
no time in making an agreement amongst themselves, adopted 
the cur-throat policy and thus stifled the enterprise at its very 
hinrJj. Th&'bTfii.-vKpvi.’reiiCfcv/v'hdrftfti-^trpp'ni^vih.vryriife'LrasVe^ 
voiced on more than one occasion in the reports and speeches of 
Mr. Wakhand Hirachand, the Chairman of the Scindja Steam 
Navigatiion Company, Mr. Jogendra Nath Roy of the East Bengal 
River Steam Service Ltd , Mr V J, Petal and others — which is 
too old and well known story to be repeated here 

To quote one mote instance, the Bengal Burma Steam Navi- 
gation Company was started between Chittagong and Rangoon 
m the favourable current of Swadeshi Movement. The foreign 
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shipping companies enjoying the monopoly at once redirccd the 
fare from Rs 14/ to Rs. 4/. and even threatened to make the 
passage to passengers free. Thus the Indian Shipping is nipped in 
the bud. 

After a sound sleep of a century and a quarter of years the 
people of India have now begun to open their eyes. They now 
realize the importance of the situation The question of develop* 
ing this industry was greatly emphasised in the Indian Legislature 
several times but at first the government did not seem to pay 
any attention towards this important question. But at last the 
pressure of the public opinion compelled the GoveTument to 
appoint the Indian Mercantile Marine Committee in February 
1923. to take stock of the shipping position in Indian shipping and 
ship building industries. 

The Committee stressed upon the need of training executive 
officers and engineers for the mercantile marine- It suggested a 
gradual restoration of the coastal trade of India for Indian ship- 
ping alone This is to be effected by laying down certain condi- 
tions which rouse be fulfilled by the shipping companies applying 
for a license For instance, the shipping company must be 
registered in India and owned and managed by an Indian or a joint 
stock company having a majority of Indians on the Board of 
Directors Further, conditions such as the employing of Indian 
officers, engineers and Indian labour and the use of the ships 
built m India are to be enforced gradually as the Indians are 
trained more and more in this line and the ship building art deve- 
lops. In th's way when reservation of the coastal traffic of India 
to purely Indian shipping companies will become complete and 
the Indians will show for efficiency in this Ime the Government 
should think of granting subsidies and bounties to encourage 
Indian shipping in the over-sea trade as well. Calcutta should 
be made a ship-building centre owin? to its natural advantages 
consisting in the fact that it is very near the important coal and 
iron producing centres. Needless to say that this ship-buildtng 
concern should be purely Indian backed by a generous assistance 
To work this scheme to a successful issue, schools and colleges 
should be established with foreign experts in teaching and train- 
m rracb fbe jKilUuf J.udia.tu! j-.Ke jdayi-hiukliA?. 
engineering and the science of navigation Also the Government 
was to arrange for a training ship urgently necessary for this 
purpose. 

It m ay be pointed out that the Government did not give effect 
to the Recommendations of the Mercantile Marine Committee 
excepting that a training ship was provided for the people in 
1928 The Government and the English people objected to the 
reservation of the coastal trade to Indian ships on the ground 
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that It meant a national discrimination which the Governn enc 
was not prepared to do But this is not national discrimination. 
It IS only necessary to protect Indian shipping and to build a 
strong Indian maritime fleet. 

Mr. SN. Haji took active steps in representing the claim of 
the Indian shipping before the Indian Legislature. In 1928 he 
moved two bills, namelyj (1) The Bill for the reservation of the 
coastal traffic of India to Indian shipping, (2) the Bill for the 
abolition of the deferred rebate system. 

The second Bill must naturally follow the first. It is essen- 
tial for the growth of the Indian shipping after the coast has 
been reserved to the Indian shipping by preventing monopoly in 
the shipping business. So a conference was held at Delhi in 1930 
under the Presidentship of the Viceroy to discuss the Bill The 
conference could not arrive at any decision as it was only possi- 
ble at the cost of one or the other party. Finally, the Viceroy 
declared that it was only a question of discrimination between 
the British interests and the interest of the British Indian subjects 
which was being considered at the Round Table Conference. So the 
Viceroy could not do anything until the decision of the conference 
becomes known. That decision at last appeared in the Suh- 
Committe Report of the Indian Round Table Conference which 
runs thus 

“At the instance of the British Commercial Community the 
principle was generally agreed to that there should be no dis- 
crimination between the rights of the British Mercantile com- 
munity, firms and companies, trading m India, and the rights of 
the Indian born subjects.” 

Thus the question was settled at one stroke. 

y Recently (Sept. 1937) a non-offidal coastal Traffic Bill, mtro- 
Muced in the Central Assembly by Sir A.H. Ghuznavi, was 
referred to the Select Committee TTic mover pointed out that 
his Bill did not discriminate between British and Indian shipping 
Its object was to regulate unfair competition in coastal waters 
in the shape of rate-cuiting or the grant of rebates— a handicap 
which acts as a deterrent against Indian capital being invested in 
coastal shipping The Government of India were opposed to 
the BiU on the ground that it was unnecessary and impracticable 
Its enactment might he followed by a shipping company mania. 
On the other hand, they were prepared to regulate coastal ship- 
ping within limits. 

< The Council of State rccemly (Match 1939) passed a resolution 
asking the Government to take more active steps for the expan- 
sion and protection of the Indian mercantile marine. Mr. P.N. 
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Sapru was the mover of the resolution. He recommended that 
with a view to achieve the end in view coastal trade for Indian 
shipping should be reserved, subsidy should be granted and the 
maximum and minimum rates of freight should be granted. Mr. 
Dow. the Commerce Secretary pointed out that it was no use 
for the government to 6x rates. He regretted that there was no 
hope of government granting any subsidy to the Indian shipping 
concerns, nor could government reserve coastal traffic for them 
under the provisions of the 1935 constitution. 

We are now passing through a world crisis which has merci- 
lessly revealed our utter helplessness. Not to speak of our over- 
sea trade whose volume is dwindling every day like anything, 
even it has profoundly affected our coastal trade, since many ships 
engaged in the coastal traffic have been withdrawn to meet the 
immediate demands of militaty operations. The development of 
shipping in recent years bears a striking contrast to what obtains 
in India. The war impetus has already accelerated their pace 
beyond all expectations- Canada has 16 shipbudding yards, besides 
18 other ship-yards where smaller trading vessels are built. 
Australia has recently drawn up a scheme to build 13 patrol 
vessels. And with vast resources and raw materials necessary 
for such enterprise India does not possess a single sbip-building 
yard to-day But thanks to the initiative taken by Mr. Walchand 
Hirachandi steps have been taken for the establishment of an 
Indian ship-buildmg yard. A suitable site has been secured at 
Vizagapatam It is proposed to build steel vessels ranging from 
8000 to 12000 tons. The Government of India have given facili- 
ties for dredging, railways and power supply, and imports of 
machinery, personnel etc. The work of constructing ship build- 
ing berths has already been started by the Scmdia Steam Navi- 
gation Co. Ltd The Government is well advised to grant 
suitable bounties for the building of ships in the country The 
industry is expected to employ from 3000 to 4000 men includ- 
ing skilled workers, will be Indian managed, Indian controlled-^ 
and Indian financed It will, in short, prove a valuable national 
asset. 
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tbe balance of trade improved a little as compared with the 
previous year- 

Tbe outbreak of war in Europe in September 1939 changed 
tbe Indian trade posiuon- Commodity prices m India no doubt 
had shown a slight recovery, but with the exception of a few 
commodities like jute, sugar and tea, the prices of agijcultural 
produce in general remained at a low level There was a rise in 
exports and in 1939-40 exports came to Rs 213 62 ctores. mainly 
owing to the demand created by the war for various kinds of 
raw materials, though the shortage of shipping prevented the 
country from reaping the full benefits of the situation Exports 
of Indian merchandise showed an increase under jute manufac- 
tures. raw jute, cotton, wool and tea On the other hand, 
exports of grain, pulses, flour, and oil seeds declined, 


Imports also rose to a certain percentage of which oils record- 
ed the largest amount. Imports of macbinery, iron and steel 
dwlmed The cessation of trade with the enemy countries.^^ 
higher insurance costs and shipping difficulties caused a disloca- 
tion of the import trade. 


The export and import trade of India since the declartion of 
war have been subjected to certain restrictions. Soon after the 
declaration of war, the Central Government imposed restrictions 
on th e expor t trade in a large vati^ of articles Trading with 
tbe eiiemV' <JBuntries-war-prohlb'ffie3.' ~St8l>s were also taken to 
see that supplies did not reach the enemy by indirect channels. 
With this object m view an elaborate system of export restric- 
tions and licenses was introduced Export licenses were issued 
by the Department of Supply and by the Export Trade Controller- 
Restrictions were also imposed on imports of as many as 68 
items in May 1940 Most of these are luxury goods, including 
commodities of everyday use. 

Apart from the adverse effects produced by the war time 
trade restrictions and limited Manage, the export trade of India 
has received a further set back by the closing of the continental 
markets following the occupation of many parts of Europe by 
Germany in 1940 The loss was estimated at Rs- 33 crores 
annually. India has lost half of her export trade in oil seeds 
raw jute, cotton, hides etc- 


Now we may review the position of exports and imports upto 
the present time. The total volume of exports fell by Rs 58 35 . 
crotes to Rs 194 55 ctores as against Rs 252’90 crores in 194I*42. 
and imports fell by Rs 62-82 cores to a level of Rs. IWdS core# 
as against Rs, 173 27 crores in 1941-42. The balance of trade 
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increased to Rs. 8410 ctotes in 1942*43 as compared to Rs. 79 64 
ctores in 1941-42- 

It is time that a country’s industrial advance is generally 
accompanied on the one hand by an increase in the exports of 
manufactured articles together with an increase in the imports of 
raw materials, and on the other hand an increase m the imports 
oflraw materials coupled with a decrease m their exports A 
country which industrialises itself consumes its own raw mate- 
rials. imports more of them if necessary and exports its industrial 
production in exchange. This tendency was in evidence in India 
even|brforc the outbreak of the present war >In the trade 
depression in 1930. imports of jnanufactuicd consumption goods 
like cotton piece goods, sugar and matches into India fell rapidly 
and were replaced by domestic production. Alongside of this 
was witnessed a gradual increase m the volume of capital goods 
like machinery, and technical appliances and other raw materials 
of industry. 

It would, however, be very misleading to regard the present 
war-time tendencies as a measure of this country's industrial 
progress. Because imports have fallen very much more than 
exports in the last five years and the higher proportion of raw- 
materials to total imports is mainly due to the fact that India has 
not been able to import the capital goods she badly wants. If 
Capital goods were freely impottable taw materials would shrink 
back to their former place The decline m the export of raw 
materuls is mainly the result of the loss of overseas markets and 
so these extra raw materials have been readjusted partly by the 
increased domestic consumption and partly by the cultivation of 
food crops in place of non-food crops The increase in the 
exports of manufactured articles is due to the fact that India’s 
jute, tea and doth are badly wanted abroad in the present condi- 
tions of acute scarcity. 

So decline in taw matenals and rise in manufactured exports 
is a sign of increased industrialisation. But are these w'ar time 
changes a permanent readjustment of our export trade ? This 
IS the most important question as on this depends in the long 
run our ability to import capital goods and industrialise 

( m Lakhs of rupees ) 



1938-39. 

1939-40. 

1940-41 

1941-42. 

1942-43 

Raw jute 

1340 

1783 

785 

1042 

901 

Raw cotton 

- 2482 

3102 

2446 

1754 

530 

Seeds 

1510 

1190 

1005 

1050 

1056 

Tea 

... 2329 

2631 

2779 

3957 

3161 
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These figures of exports show a decrease in jute, cotton and 
seeds. These are the crops on whose exports on a large scale 
the agriculturist has for long depended for hts cash income. 

On the other hand exports of cotton goods and yarn rose 
from Rs. 757 lakhs m 1938-39 to Rs. 46'Jl crores in 1942-43 1 e. 
from about 4% to 25% Jute manufactures rose from 16^0 to 
24% in 1939-40 but fell to 13% in 1942-43 Moreover India can 
easily develop an export trade m sugar and rubber, if the intcr- 
nationa^ agreemejits to be concluded aher the war are done on a 
fair basis. There are many number of commodities such as bides, 
skins, lac, tobacco, spices, coir, oilcakes etc which account for a 
considerable volume of our trade. 

It might be argued that Britain is our most important single 
maiketi taking more than 30% of out exports and that being out 
debtor now she is bound to take less from us It is also possible, 
when trade is expanding, for Bntain to take as much from us as 
before or even more and yet pay back her dues by greater exports 
to this country. This is the case with our exports to other 
countries also Ours is a diversified export structure We have 
not specialised unduly in one or two small commodities like 
Bcazil in Coffee and Chile in nitrates ; nor do we depend on one 
or two narrow markets. So even after the present war, out 
exports will be in general demand Out sterling accumulations, 
however large now roust sooner or later be spent out for capital 
development. The twm objectives of an immediate post war 
commercial policy fof th‘5 country are the most prudent employ- 
ment of sterling credits and the maintenance ot export. Only a 
widespread system of multi-Iatccal trading which offers scope for 
expanding econmic Ufe, can secure them 
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“INDUSTRIAL DEVELOPMENT IN INDIA DURING 
THE SECOND WAR,” 

India, not inaptly, has been described as a rich country inhabi- 
ted by poor people She is plentifully endowed with the raw 
materials of industry- She possesses some of the world’s largest 
reserves of iron ore and inangancs e ore- Next only to the 
U. S A. and France. India has the world’s largest reserves of iron 
ore and what is more, they are of the richest kind She is next 
to the 13, S A, the biggest producer of raw cotton, ^th an 
annual estimated production of seven million bales (of 400 lbs) 
She enjoys a monopoly of j‘ute. the world's cheapest packing 
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cloth, of which she proeiuces nine million bales per annum. 
Her supplies of wool ate abundant. India to-day is perhaps the 
largest producer of oil seeds — groundnuts, castor seed, Iinseed> 
copra etc.. China being the second largest Her resen es of coal 
are estimated at between 50 and 60_ thousand million tons 
There is no shortage of chromium, aluminium, lead, tm, copper, 
zinc and mica- She ranks first among world's tobbaco producers, 
producing 1,375 million lb in 1936-37, and to-day is also the 
world’s largest sugar producer. One thud of the world’s cattle 
population is in India and she produces the largest amount of 
cattle-hides, the U- S A coming only second. Her forest 
resources are ample covering an area equal to one-fourth of her 
cultivated area and supplying 100 million tons of wood every 
year. Recent discoveries of sulphur deposits have laid the 
foundations of a heavy chemical industry Since the separation 
of Burma, she has been poorly equipped with petrol, but there is 
vast scope for the production of power-alcohol from molasses 
and of producer gas from charcoal Modern industry depends 
on a plentiful supply of cheap-power and India’s resources in 
T.atet'power alone are vast In spite of these advantages her 
industrial potentialities remain mostly un exploited The exigen- 
cies of War have tended to break down the traditional policy 
of ‘laaseiz./aire’ towards Indian industrialization and have given 
considerable stimulus to industrial development. 

And yet the history of industrial development in India is a 
history of slow and arrested progress In the main, however, 
India continued to be an exporter of food and raw materials and 
an importer of manufactured articles Thanks to the swadeshi 
spirit, which stimulated local industrial production, and to the 
limited efforts of certain provincial Governments since 1903 at 
helping local industries, some expansion of industry was expected 
to take place But in 1910 Lord Motley, then Secretary of State 
for India, definitely set his face against any attempt on the part 
^fhe Government to assist industrial development- The last 
war, though afforded temporary gains to a few established indus- 
tries, did nothing to set the country firmly on the toad to indus- 
triahration. Some attempts to fill the gaps in the industrial 
system was also made in recent years by the establishment of 
subsidiary industries, fnr. oiir. arrvuwicjPA and- rnmnii ipvi- 

ducts But progress was far from rapid or adequate and was 
mainly confined to consumer’s good> and industries The fear 
of over production in the jute, cement, match sugar and other 
industries became imminent. It was widely felt that the policy of 
discriminating protection had played itself out. Some of the 
essential producer's goods industries (c ff machinery, chemicals 
and dyes) could not be established as they did not satisfy these 
tests Above all, the whole scheme of 'Totection by which the 
prices of protected articles necessarily increased, was unsound so 
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far as the protection of key industries and basic industries was- 
concerned. 

A significant development in the recent industrial history of 
India is the Congress movefor industrial planning for India For 
nearly two decades the Indian National Congress was wedded to 
the policy of reviving and encouraging cottage industries and was 
generally opposed to industrialization in the modern sense cf the 
term involving the development of large scale roeclianized indus- 
tries This policy was modified, thanks to rhe able lead given by 
Deshgaurab Subhas Babu the ex-Congress President, and Mr. 
V. V. Giri the Madras Minister, who were responsible frr con- 
vening a conference of industrial ministers from the Congress 
provinces at Delhi in October 1938. The Conference came to 
the conclusion that the problems of poverty and un-employment. ' 
of national defence and of economic regeneration in general 
could not be solved without industrialization. Subhas Bahu 
stressed in his opening remark that a community which resisted 
industrialization had little chance, m the world as it was consti- 
tuted to-day, of surviving mtcr-nationa! competition. As a stc^ 
towards such industrialization the conference drew up a compre- 
hensive scheme of National Planning The scheme emphasised 
urgency of taking steps to start key industries of national impor- 
tance, such as the manufacture of machinery and plant and tools 
of all kinds, manufacture of automobiles, manufacture of electric 
plant and accessories etc For preliminary work the conference 
appointed a National Planning Coraraitcee under the chairman- 
ship of Pt Jawharlal Nehru l^ile we ate conscious of several 
dimculties—constituticnal. political, adminsirative. technical and 
financial in carrying on the pregramme of National Planning, we 
welcome the new congress move for planning. It is reassuring 
that the Central Government— as might be gathered from the 
speech of His Excellency the Viceroy on the occasion of the 
official Industries Conference held m January 1939 m Bombay- 
virtually all the Provincial Governments and some of the Indiar, 
States like Mysore and Baroda have lent support to the idea*^- 
planning. The change in the political ntuation in the country 
following the outbreak of war in September 1939 and the resig- 
nation of Congress Ministries have given a partial setback to the 
work of National Planning Committee. 

One welcome effect of the present war on Indian Economy is 
the acceleration of the pace of the country’s industrialization 
■which may be regarded as a duty as well as an opportunity. , It 

created a feeling of buoyancy and great expectations were raised 

tegaiding industrialization Although the earlier optimism has,' 
not been justified and has since given way to a more sober ana"' 
chastened optimism, the war has without doubt opened a ney | 
chapter m India’s industrial history. The drastic curtailment 
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'and restrictions on imports have created conditions of quasi- 
monopoly for many of the Indian industries m the home market 
Also, the increased demand from the Empire for war- materials, 
and India’s Own defence requirements have called for greatly 
increased industrial activity and exploitation of the country’s 
industrial potentialities The role of India as the leader of the 
Eastern Group of Empire countries and provider of the allied 
armies in the Near East was indicated by the session of the 
Eastern Group Conference at New Delhi in October 1940, the 
visit of the Roger Mission to this country and the location of the 
Eastern Group Council in India. Similar significance attaches to 
the visit to India of the American Technical Mission under the 
Lease and Lend Act, The modernization of the Indian Army as 
recommended by the Chatfield Committee has supplied a further 
incentive to the Industrial Development of India This process 
was assisted by 250 ‘trade’ workshops and 23 railway work- 
shops which undertook to produce 700 different items of muni- 
tions As a result of the visit of the Ministry of Supply Mission 
in the autumn of 1940. over twenty new projects costing Rs 11 5 
irores were taken on hand for the manufacture of different kinds 
of ammunition. Large war orders were placed with industries 
of various kinds all over India which amounted to Rs 548 crores 
up to the end of March 1943 and to Rs 677 crores up to the end 
of December 1943 The American Technical Mission headed by 
Dr. Grady, visited India m April 1942, and after carrying out 
an investigation into India’s War-production submitted its 
report early June 1942 to the Governor-General of India The 
sole object of the Mission, according to the assurance given by 
Dr, Grady, is to help India in all-out production to win the w ar 
and not to bring American capital into Irdia Its recommenda- 
tions call upon the Government firstly to set up War Cabinet 
consisting of three or five members responsible for production, 
transportation, communication, defence and finance m order to 
control war production in all its phases : and secondly to under- 
^ rationalization and regimentation of Indian industry, 

vne Mission specifically recommends a further investigation into 
the possiblity of producing power-alcohol, fucthet measures to 
extend the availability of electric-power, the expansion of the 
steel industry, measures to stimulate the production of aluminium, 
measures to conserve tin and rubber, the acceleration of the 
production of refined sulphur etc- It favours great augmentation 
° programme of the Government of India, both in 

pecial institutions and in industrial plants themselves Regimen- 
?be Economic life of the entire community is implied in 
nhU ® recommendation about industry. Another favour- 

further libctalization of the industrial 
Mace^ the War. In the first 

againsr .. I .^^ve given an assurance of extending protection 
ntair competition from outside to industries now created 
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to meet war requirements, after the war is over, as in the case of- 
steel pipes and tubes, industry or the alurointum industry 
Secondly, the Government of India have started a Board of 
Scientific and Industrial Research (19'10) whose finances have 
(November 1941) been placed on a firmer footing by the establish- 
ment of a separate Industrial Research Fund with an annual 
allotment of Rs 10 lakhs for a period of five years Prof Sen of 
Calcutta University in his recent article exposed the aim of the 
board as, “ Its creation was. therefore, actuated more by the 
urgent considerations of the Empire's safety in the event of 
Axis aggression than of any national development, although 
there are now signs that the Board will eventually prove to be a 
national asset With the creation of the Board, the Industrial 
Intelligence and Research Bureau was held in abeyance and its 
functions were taken over by the Board". In his concluding 
remark he agreed that, “for all its drawbacks and defects, the 
fact remains that the Imperial Government of India has at last 
taken a really bold step in recognizing the place of Science in the 
Industrial progress of this country." Thirdly, the Government 
of India have been trying to remedy the shortage of technicians 
and skilled workers, partly by launching the scheme for training 
war technicians recommended by the Sargent Committee and 
partly by taking advantage of the facilities offered to Indian 
apprentices for technical training m factories m the United 
Kingdom under the scheme of Mr. Bevin, the Minister of Labour. 
In accordance with the recommendations of the Sargent Com- 
mittee whose report was published in September 1940. the 
Government of»India arc making immediate arrangements to 
train about 3,000 technicians for war industries. It was estima- 
ted that approximately 10000 men would be required for war 
work within the next nine months (* f. in the beginning of 1942). 
The Sargent Committee expressed the view that stimulus given 
to Indian Industiies by war production would be maintained 
after the war, and most of the skilled men leleased from war 
industries would be absorbed in others. It is necessary, howev«c 
for the Government from now on to pursue an industrial poh^^ 
which will avert a post-war depression* The lack of trained 
personnel was undoubtedly a grate handicap Most of the 
operations in a modern factory can be learnt in a few weeks by 
the least skilled The Government itself worked out a scheme 
fcvi. 4H,nnQ. 3.1/1 March. 

1943 and the number has now been considerably exceeded The 
Bevin Scheme, by which Indian workmen are sent to England for 
an intensive course of training in British factories, has been a 
success and these “Bevin Boys" are now engaged in training 
other workmen. 

The lack of shipping, the rratnetion on Impoits of various, 
kinds' imposed by the Government to save freight, and the 
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inability of other countries, themselves engaged m total war, to 
send goods to India have all strengthened the forces at isork to 
Quicken internal production- The extent of the development 
may be seen from the progress made by several industries during 
the last three years. 

The Textile Industry. All the textile industry increased their 
production, including the handloom. There has been a marked 
increase of exports of textiles to Australia. New-zealand, South 
Africa and other countries which previously depended upon 
British imports More than a dozen new mills and 100 handloom 
factories have been established for the first time m the history of 
cotton industry, accessories like bobbins shuttles, pickers and belt- 
ings, have been undertaken and supplied, New lines such as mos- 
quito nets, camouflage nets, cellular and water-proof khaki, came 
into production. A new cloth known as cotton-jute union fabric, 
was manufactured and placed on the market. All the handlooms 
were fully employed in meeting army orders. The Jute industry 
expanded rapidly on account of large orders for sand-bags and 
]ute-clQth The manufacture of parachute silk and ligature silk 
was undertaken for the first tune Woollen mills, both power- 
loom and hand-loom, increased their output which was entirely 
purchased by the Government. The war orders /or cotton goods 
amounted to less than two percent of its normal annual produc- 
tion, the total war-orders for tbe entire industry being worth 
Us. Scrores; while tbe scarcity of freight checked the enterprise 
of the industry to expand us overseas trade- 


Paper, Glass and other industries ; — The number of Paper 
factories in operation rose from 11 in 1938-39 to 17 in 1942-43 
and production of paper increased from 60 thousand tons in 
1938-39 to 94 thousand tons the next year- In order to meet the 
problem of paper shortage, tbe Government approached the 
point from two directions- Indigenous production js being 
expanded; consumption in Government Departments is being 
regulated and controlled As a result it i's anticipated (in May 
1943) that production in India this year wiD show a rise of about 
12 POO tons- The establishment of new “ glass factories ” in the 
United Provinces increased production to such an extent as to 
meet half the country’s requirements, whereas before the war 
only a quarter had been met. The United Provinces has eight 
hollow-ware factories, 47 bangle factories and more than 1.000 
cottage workshops The total value of the output of the industry 
^ ccoces. A new product called windolite 
manufactured and the production of glass tubes, surgical 
► 1,0 ®3rked increase Research 

glass sands IS being pursued 
difficult large-scale developments proved. 

ing to the difficulties experienced in removing veins 
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The " leather industry ” has made rapid progress as may be seen 
from the fact that the total output of shoes has been estimated 
at 70 million pairs per year, of which army boots alone account 
for 4 million pairs. A number of harness and saddlery factories 
have been opened to make the full use of productive capacity. 
Likewise steps have been taken to maximize the production of 
“ rubber and rubber goods.” The problem of rubber substitute 
is especially important now, w'hen there is a serious shortage of 
rubber of all forms and all the rubber that >s produced is required 
for essential war-purposes. As regards the reclamation of rubber 
waste, experiments were carried out with the help of easily 
available indigenous raw-materials. By suitable adjustments of 
quantities of the reactants it has been found possible to obtain 
9095% reclaim and nearly 75% rubber substitutes 

Drugs smd medicines : — The most rapid expansion was 
witnessed in the drugs industry and more than 75% of the drugs 
formerly imported are now produced witbm the country. Shark- 
liver oil has practically replaced Cod-hver oil. 

Luxury goods s —The imposition of restrictions on imports has 
fostered the local production of confectionary, tinned fruit, 
tobacco, soap and toilet articles, pencils, stationery cutlary, 
buttons, durries. coir, pith-hats and minor chemicals 

The Chemical industry:— The war has laid the foundations 
of a heavy chemical industry. The Alkali and Chemical Cor- 
poration of India and Tata Chemicals Limited set up plants in 
1941 and with Imperial Chemical Industries, started producing 
Sulphuric Acid Synthetic Ammonia, Caustic Soda from salt and 
lime .nnd for the manufacture of liquid chlorine, bleaching powder 
and hydrogen Two large works have undertaken to produce 
alkali products from salt, and it is expected that enough soda 
ash and caustic soda will be produced for India’s internal needs 
More than 50 new chemical plants have begun work, mostly m 
Bengal; and a large number of industrial chemicals, formerly 
imported, are now being manufactured locally Five new projects 
have been floated with the object of setting up electrolytic plants 
for the production of heavy chemicals. The Government has 
erected! a plant tor the manufacture of Super-ttopical and tropicaf 
bleaching powder All materials required for water sterilisation 
and clarification are now produced m India 

Machine tools:— A small beginning has also been made in 
the production of machine tools and machinery. By the end of 
1941 100 firms had been licensed to manufacture machine tools 
and lathes, drilling, shaping, planing and other simple types of 
tools and machinery Over of 4,500 out of 5,000 items of small 
tools are now made m India- Out 40.000 items required for the 
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defence sei^ces. 20,000 ale now produced m India as well as 
over 350 new items of engineenng stores. 

I^WsceUansoas There has beea a marked increase in the 
development of a number of miscellaneous industries, fire engine 
andARP equipment of all kinds are made in India, Armoured 
steel plates ate being rolled for the first-time- The manufacture 
of alloy-steel, essential for the manufacture of field anti-aircraft 
and anti-tank guns has been undertaken Acid steel required 
for the' manufacture of railway wheels tyres and axles is also 
pcoduced^ as well as several other special steels. Other manufac- 
tured articles previously imported but now produced in India are 
wire mesh, benzol, rubber goods, disinfectants, binoculars, lubri- 
cating oils, lead pipes etc. A factory has been set up to manufac- 
ture aluminium from indigenous ores Small naval vessels are 
being built, and prismatic glass, opal shade lamps and anchors, 
required for the ship building industry are now produced. The 
Hindustan Aircraft Company established to produce aeroplanes, 
remains only an assembly plant, to which has recently been added 
a repair shop for aircraft operating in the East Recently the 
Government sancuoned tlic permission to start Motor industry 
in India. 

•In spite of this apparently impressive record of industrial 
advance, public opinion has been dissatisfied with the pace of 
industrialization In the first place, the total war-orders 
placed in India were only Rs 300 crores till the end of 1941 
against Rs 11,000 crores placed m Canada ; for the next 
two years the total is Rs. 377 crores So it is a poor record in 
comparison with that of Australia and Canada. 

In the second place, India’s best defence lay, according to the 
government, m sending money and raw-materials to Great 
Britain- Railways were dismantled, wagons and tails and loco- 
motives were dispatched to theatres of war without any arrange- 
ments being made for their manufacture at home It took a 
long time for the Government to realize that India could neither 
defend herself nor fight actively if she had to depend entirely 
upon Great Britain or America, the supplies from which might be 
interrupted by the risks of and delays in transport In India, 
even the manufaciuTe oilocomottves, already recommended by 
an expert committee, was given up at the last moment on the 
ground that it was more desireable to import them from abroad. 

Thirdly, it is argued that government has exaggerated the 
difficulties and obstacles m the way of establishing the machine- 
tool,, automobile, air-craft and shipping industries, for all of 
.^which machinery must be imported Some of the plant being 
erected in United Kingdom and the USA could have been 
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transferred to India. At present the available shi^aping space 
should be devoted to the ttanspoit of plant and machinery rather 
than to finished goods. Again, the “Foodgrains Policy Com- 
mittee” of the Government of India recently recommended civ? 
import of plantfor the manufacture of 350,000 tons of Ammonium 
Sulphate. The Government can implement all this, speed up its 
system of training and lay the foundation of a sound scheme of 
industrial and technical training which can be continued after 
the war- 

Despite plethora of investible funds and an absence of restric- 
tion on new capital issues until May 19-13, the number of new 
companies floated in the three years 1940 43 was Jess than in the 
three preceding peace years. Only existing companies greatly 
increased their capacity. The Government has given an assu- 
rance that It will protect certain industries, started for war- 
purposes, against competition after the war, by tariffs or other 
forms of assistance But what is required in order to achieve 
industrial development to-day. and after the war, is more direct 
and active association of the Government with industrial activity 
The future of industrialization will mainly depend upon the 
industrial and fiscal policy of the government after the war. 

Industrial development is closely bound up with the develop- 
ment of cheap' power and extensive transport. Coal, the mam 
source of industrial power, is available only at a high cost in 
regions away from the coal fields of Bengal and Bihar Hydro- 
Electric power offers the best aliernativc but until recently its 
development has been very slow. From every point of view elec- 
trification of the coal is the only rational method of utilizing it 
for power The planning and rapid development of schemes for 
obtaining electricity both from coal and water should be the 
function of the State The Governroent of India has a mind to 
exploit the water-power after the war. More than power, 
transport is an indispensable condition of industrial progress. 
Industries have followed transport facilities. Although railways 
carry mote than 90% of the total volume of goods and services 
moved within the country, motor transport has taken rapid 
strides in the last twenty years and has become an indispensable 
agency for short hauls of goods and passengers. Railways and 
motor IransD.ort can not. hk had. rJieaiiliim.this countr^c unless 
the manufacture of all railway plant, equipment, locomotives, 
wagons etc and motor vehicles is undertaken in India. The 
same .applies to electrical appliances and equipment. 
The need for an aircraft industry to promote air transport is 
as urgent as it is obvious. But the recent Aviation Conference 
clearly proved that Britain and U S. A- both have the desire to 
get the monopoly of ait -transport after the war But if India is 
to be self-sufficient in regard to her shipping requirements, it is 
necessary to undertake the ship-huilding industry on a large scale- 



